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TU DAILY EXPOSES FOOD INDUSTRY SHORTCOMINGS 


AU291744 Sofia TRUD in Bulgarian 27 Oct 84 pp 1, 2 
[George Tambuev article: ‘Food Industry Is Our National Kitchen") 


[Excerpts] The Permanent Committee on Social Policy of the Bulgarian Nation- 
al Assembly held a meeting yesterday under the leadership of Peko Takov, its 
chairman. The session was devoted to methods of improving the quality and 
expanding the range of food industry production, including children's food. 
Stanko Todorov, chairman of the National Assembly, attended the meeting. 


Aa important question was placed on the agenda, connected with the implemen- 
tation of the BCP December Program, with the decisions of the 12th BCP Con- 
gress, and with the decisions adopted at the BCP National Conference. This 
question not only pertains to the interests of the state, but also affects the 
interests of every individual citizen, since it is connected with the needs 

of our everyday life, with our health, and working capacity. 


The point of view of the National Agro-Industrial Union was expressed in a 
report read by Aleksandur Petkov, chairman of the union. This report dealt 
thoroughly with questions of che variety and state of children's food and 
its quality and was delivered in a spirit of self-criticism. 


The report read by Prof Stoyan Tanchev sums up the results of an extensive 
investigation carried out by a working group of National Assembly deputies. 
The data of the report reflect the official stand of all okrug people's 
councils, some state economic trusts in the food industry sector, the Central 
Cooperative Union, and all district centers on standardization, metrology, and 
quality control. 


According to the aforementioned report, the okrug people's councils unanimous- 
ly think that the supply of the population with basic foodstuffs has improved 
during the Eighth 5-Year Plan period. The method of distribution of food- 
stuffs according to quantity and variety within the framework of the con- 
urbation systems has also improved. There is still a shortage of the follow- 
ing footstuffs, however: sterilized green peas and green beans, peppers, 
vegetable stew, some varieties of canned fruits, juices and nectars, loxury 
meat and milk products, chocolate and chocolate goods, cottage cheese, goat 
cheese and yellow cheese, smoked and liquid [topeni] cheese, some varieties 

of marmalades and jams, as well as jellies. There is a systematic shortage 








of beaus and lentils, as well as of packaged white flour. There is frequent- 
ly a shortage of frozen food supplies and a shortage in the varieties of 
cookies and waffles, as well as a shortage of pig fat, margarine, yeast for 
baking bread, starch, noodles, milk powder, and honey. The summer months are 
still characterized by aationwide problems in ensuring the supplies of beer 
and soft drinks. Production of and trade with dietetic foodstuffs is still 
in a poor state. The supply of the ckrugs with children's food is irregular. 
The categorical conclusion was drawn from this situation that approximately 
50 percent of the necessary children's food based on milk and grain are in 
short supply on a nationwide scale. 


According to the okrug people's councils, new food varieties are well re- 
ceived, but the procedure of their development, introduction, and commission- 
ing is excessively long. The procedure of price fixing is too long as well. 
It happens often that some new foodstuff varieties appear for a short time on 
the markets in order to disappear subsequently. The shortage of centralized 
advertisements about the quality and characteristics of the foodstuffs also 
plays a negative role. These goods are not accompanied by detailed informa- 
tion on their chemical substances. 


There are shortcomings in the contractual relations between producing and 
trade organizations. 


According to Stoyan Tanchev's report, the hithertc existing system of of- 
ficial state qualification is outdated. The concept “world standard" is 
relative if we take into consideration national tastes and specific national 
factors. 


The points cf view of the National Agro-Industrial Union and of the okrug 
people's councils, as well as of the state economic trusts, and district 
centers for standardization, metrology, and control, together with their 
objective criticism, have provided a positive basis for discussion. The 
National Assembly deputies who took the floor and the representatives of 
departments and ministries confirmed the conclusions and evaluations of the 
aforementioned institutions. Attention was called at the alarming state of 
cooked and semicooked foodstuffs. It was stressed that the criteria of the 
BCP National Conference on quality was not observed. It is necessary to 
introduce innovations in thought and in practical activities in regard to 
this important social sector. 


Aleksandur Petkov, chairman of the National Agro-Industrial Union Central 
Council Executive Committee, delivered a closing statement at the session. 

He answered some questions and announced that a “Program on the Development 

of the Food Industry" has been worked out. The ambitious striving is that the 
food industry should become the country's public catering kitchen. It is en- 
visaged to modernize the material-technological base of the food industry 

and to introduce a greater variety of foodstuffs, as well as to expand the 
volume of production and to develop a priority basis new foodstuffs which have 
not yet been produced, especially in the case of children's and dietetic foods. 
It is also envisaged to improve the technical standards and quality of produc- 
tion, as well as to make these products competitive on the international market. 
The Permanent National Assem)ly Committee on Social Policy adopted a decision 
on the problem submitted for discussion. 
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CZECHOSLOVAKIA 


BENEFITS, PROBLEMS OF PLANT CLOSURE IN HUNGARY VIEWED 


AU251224 [Editorial Report] Prague RUDE PRAVO in Czech on 23 October on page 6 
carries a 2,100-word article by Budapest correspondent Vojtech Vesely entitled 

“An Economic Conflict With Human Implications." The article deals with the fate 
of the Budapest-based IGV enterprise, a loss-making producer of office equipment 
and precision mechanics that was “abolished in the legal sense" on 15 August 1984 
and “struck out of the list of the more than 1,300 Hungarian national enterprises." 


Vesely opens the article by interviewing Dezso Karacsony, IGV's “liquidation 
commissary"--appointed by the Hungarian minister of industry to sell the enter- 
prise's assets and take care of its employees--about the reasons for IGV's down- 
fall. Karacsony refers to delays in the investment program, the bankruptcy of 

two capitalist enterprises with which IGV maintained relations of cooperation, 
quality problems, the mass exodus of employees in the last few years, poor 
management, and--above all--the outdated production line. "Without the application 
of electronics, the production program of the IGV was untenable. Who today will buy 
mechanical cash registers and outdated typewriters produced in small, inefficient 
batches?" Karacsony is quoted as saying. 


Karacsony mentions that IGV's production facilities have been "transferred" to 
three other national enterprises. The main Budapest plant, for example, has been 
bought for 650 million forints by the Medicor enterprise, which intends to produce 
modern medical instruments there. 


Asked about the fate of the factory's employees, Karacsony says: "The minister 
has instructed me to devote paramount attention to the problems of employees in 
liquidating the IGV. Yet there does not exist any decree that would regulate 
the concrete procedure. After all, this case is without precedent in Hungary. 
My duty is to ensure, in accordance with possibilities, an organized transfer 
of employees to their new employers." 


Vesely notes that, according to NEPSZABADSAG, Hungarian enterprises offer some 
90,000 job openings, every year, so that "the problem is not that someone might 
end up without a job." And, indeed, except for 300, all of IGV's 2,542 employees 
have found a new employment already, he says. However, Vesely admits that “it is 
impossible to ensure for everyone exactly the same conditions as those enjoyed 
previously. The demands of a number of mid-level managers that they be assigned 
to functions at the same level as their previous jobs are not feasible. Some 
departures may therefore be painful, but their share in the total number of 
people is negligible." 
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Asked what guides him in his job, given the absence of a pertinent decree, 
Karacsony says: "I am guided by the principles of socialist humanism; by the 
unpronounced yet binding inner order that no one must find himself out in the 
street." So far, he adds, not a single IGV employee has been given notice. 


Vesely then interviews Miklos Rozsa, secretary of IGV's trade union organization. 
Rozsa is quoted as saying: "In 1973 we were an outstanding enterprise and it did 
not occur to us even in our worst dreams that we would end up with this. I must 
Say that our trade union organization disagreed with the liquidation of the 
enterprise. In our opinion, the main source of losses were the plants outside 

of Budapest and the costly transfers of half-finished products hither and thither. 
That should have been dealt with. But after the binding decision of the re- 
sponsible higher officials, we help to implement it. Yet we adhere to the posi- 
tion of our trade union federation and insist that the trade unions will support 
only solutions that will ensure the financial security of all IGV employees, 

not causing them material or social disadvantages." Rozsa adds that the economic 
bodies have met the trade unions’ demands and that “there are no disputes” in this 
respect. 


Vesely goes on to interview Andras Benko, secretary of the IGV party organization. 
Benko says that, despite the accession to the trade unions’ demands, the "mood 
prevailing among the people is not the best. Collectives are falling apart, 
everything is being changed, something new and unknown is in the works. The 
importance of political work with people has, therefore, increased enormously. 

We talk to them, allay the fears of those who are apprehensive about changes 

and deal with individual cases, paying special attention to the oldest employees.” 


In concluding, Vesely describes his walk through the half-empty factory halls and 
views than as a “symbol of the end of an era"=--the era of “extensive development." 
He says: "In Hungary, this period led to one historic accomplishment: full 
employment. They do not intend to give up this accomplishment, On the contrary, 
in the spirit of the party's economic policy, they want to raise it to a higher 
degree--to full and effective employment. That is what the conflicting process 

in the IGV enterprise is all about." 
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ECONOMIC REFORM, NATIONAL CONSCICUSWESS NOTED 
Budapest KOZGAZDASAGI SZEMLE in Hungarian Vol 31, No 7-8, Jul-Aug 8% pp 812-816 


{Article by Rezso Nyers, scientific consultant to the Hungarian Academy of Sci- 
ences Economics Institute: "Economic Reform and Socialist National Awareness") 


{Text] To advance the cause of social progress in Hungary today means to conm- 
bine the general socialist principles and the specific national objectives, in 
full awareness of the fact that neither can be asserted if the other is neg- 
lected. The further narrowing of social inequalities, the better and more 
realistic assertion of the principle of distribution ‘n accordance with the 
work performed, and the spreading of socialist mentality have beowme national 
causes, just as the national economy's modernization, the fostering of domestic 
science and national culture, and the enhancement of our international reputa- 
tion and prosperity have become socialist objectives. These are aspirations 
that are inseparably linked, pointing in the same direction, but nevertheless 
separate. Their coordination neither is nor can be automatic. Through our own 
political activity we are able to shape properly the national form of socialism 
and the socialist content of our national aspirations. 


The interests of both social progress and national prosperity are well defined 
also in the process of economic reform, and it is very important tuat we have 
far-sighted objectives, and a creative socialist and clarified national aware- 
ness to guide us in the course of our actions and amidst the foreseeable vari- 
ous difficulties. 


The first question requiring perspicacity can be formulated as follows: To 
what extent does our national prosperity depend on the economic reform's de- 
velopment? Is this context by any chance one of the exaggerations so frequent 
in agitation? 


The statement requires no further proof that national income today does not 
provide an adequate material basis for developing our productive resources, in- 
proving living conditions, and substantially supporting science and culture. 
Therefore we must seek the ways and means to produce more income, to find new 
opportunities for raising efficiency, and to introduce new incentives. 


Can we refuse to accept the challenge that the changing wrld economy is send- 
ing our nation in both the economic and the int2llectual sphere, a challenge 











that is testing our national ability to adjust and to preserve our unity? 
There can be but one answer to this question: We cannot refuse to accept this 
challenge. To cut ourselves off from the rest of the world would be econoni- 
cally impossible and politically undesirable. 


Can we close our eyes to the fact that every effort to substantially improve 

efficiency would be a Sisyphean task without developing our system of macro- 

economic management? Wo, we cannot. Without reforms, we could not eradicate 
from our economic practice the contagious disease that could be called "effi- 
ciency on paper." It leads to a distorted cost level and deflects enterprise 
profitability from national economic efficiency over a wide area. After all, 
reforming the economy is not simply an economic process, but political change 
within society. 


But the question arises as to whether we are in the danger of leaving unutil- 
ized the everyday opportunities to improve, and of losing touch with the wrk- 
ing masses, while we strive to deliberately build the future with our reforms. 
This danger does threaten us, as it does every innovative movement. And we 
must be able to ward off this danger as well. But the danger is much greater 
when we find ourselves in a state of social impotence, because the changes did 


not go far enough. A greater danger could hardly be imagined for the revolu- 
tionary movement that is shaping society. 


Another big question is whether the working people are participating enthusi- 
astically in the economy's renewal, or are they merely tolerating it passively. 
Do they recognize the socialist and national significance of the economy's re- 
newal? We Communists and all officials gust carefully watch and even study the 
workers’ developed and even developing views. It is common knowledge, and we 
cennot regard it as a formality, that in the national and local elections the 
people are voting for the Popular Front, i.e., for socialism. The numerous 
forms of expressing opinions indirectly play a greater role in the question of 
managing the economy. Through their actions the people express their approvel 
or criticism, and their greater demand of the economy. For us the people "vote 
with their feet"® when they leave their jobs with which they are dissatisfied; 
"vote with their hands® when they hold back their performance beyond a certain 
limit; vote for the laws of the marketplace when they oppose shortages; vote 
for the national economic plan when they demand organization; and vote for 

the utilization of all national resources when, in large numbers, they partici- 
pate in small-scale production, voluntary work, and in building their own 
households. If we take all this into consideration, we may safely say that 

the overwhelming majority of our people want deliberate reforms. 


But the people, of course, are not God. If the politicians were calling to aoc- 
tion hesitantly and uncertainly, if intellectuals were writing their encourage- 
ment with halting pen and in pale ink, and if the economic and technical man- 
agement were not preparing good programs, then the people would be unable to 
act as a progressive nation. If this were the situation, our national economy 
would be deprived of a resource for which there is no substitute. 


The second question to be clarified I would word as follows: How oan we relate 
the process of economic reform to our image of socialism and to the policy we 
have been pursuing since 19577 
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The question raised gost frequently and generally is whether the reform process 
is a concession at the expense of socialist principles, by allowing wider room 
for commodity-money relations and sarket forces. It gust be admitted that we 
seem to have retreated in relation to the abstract image of socialism that pre- 
vailec earlier. In relation to the actual situation, however, there was no re- 
treat in 1968, nor will there be one now, because central direction of natural 
processes has never been realized completely anywhere. Commdities, money, and 
the market are indispensable categories in our economy, and they have not been 
just introduced. But now we are emphasizing that their application must be 
consistent, because distorted commodity-money relations are hampering, and 
occasionally even deforming, our policy aspirations. Thus the essential thing 
to remember is that the reform actually is not a retreat, not a detour in the 
development of socialism, but a step ahead. 


The need to organically link central p)anning and the msarket mechanism is now 
generally recognized in Hungary. But typical concerns often are raised, from 
tw different directions. First, that public administration's detailed inter- 
ference may relegate the market's role too much into the background. And sec- 
ondly, that market forces gay obscure the role of the economy's central sanage- 
ment. We cannot claim that neither danger exists, nor that only one of them is 
the real danger. Undoubtedly the gain problem today is that the market is 
still being relegated to the background over a wide area. But it is likewise 
true that in the meantime it is also necessary to improve the effectiveness of 
central management. We gust neither seek nor see any contradiction between 

the two from the very outset. The preconception would be unwarranted that we 
must fear for the market's desirable operation, from the economy's central man- 
agement that operates with market-conforming tools. But the fear is likewise 
unfounded that, under the developed concept, central economic management may 
become helpless against the market forces. 


We must admit, I believe, that socialism's nature as a movement stands out in 
our activity these days, directed toward short- and medium-range objectives. 
This is not a mistake or distortion, but a necessity. So far as our long- 
range image of socialism is concerned, we gust subject it to thorough theoreti- 
cal review un the basis of practical experience, in order to raise this image 
to a level that satisfies the requirements of the times. 


The question has been raised from time to time as to whether the economic re- 
form is organically linked with the policy that the MSZMP formulated in 1956- 
1957, or does it represent a break with this policy. The MSZMP Central Commit- 
tee has repeatedly emphasized the continuity of its policy, yet the question 
keeps popping up, with reference to the fact that in 1957 the government re- 
jected most of the reform proposals of that time. So what is the actual situ- 
ation? It is true that initially the policy of the MSZMP was not interlinked 
with a comprehensive economic reform. Yet, we can say that the 1968 reform 
steamed from the policy that the MSZMP set in 1957, and that the changes in 
1957 weve a prerequisite for the subsequent reform. In my opinion, the view 

is likewise not valid that in 1966-1968, and in again in 198-1984, pressure 
exerted on the party from the outside eventually led to reform. On the other 
hand, it is true that each step toward reform was a result of political initi- 
atives, partially within the purty and partially outside it. These initiatives 
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were able to lead to reform only because the party at the critical moment was 
capable of action to substantiate a decision at the policy-making level. But 
it is likewise true, of course, that in our political practice there have ap- 
peared from time to time trends that are in conflict with the essence of tue 
reforg's concept. It is important to emphasize all this because it indicstes 
that our party is indeed capable of fulfilling its leading role in Hungarian 
politics. 


In conjunction with the economic reform and in otier respects as well, we gust 
clearly see the relationship between the interest of the working class and the 
national interest. We freouently voice that today these two interests already 
coincide and are interlinked. And if «° perceive the interest of the working 
class on the basis of Marxism-—-i.e., as its culmination in the realization of 
a new society--then coincidence is indisputable, because the workers alone an- 
not build socialism, and its construction is truly a national program. But if 
someone were to perceive the interest of the working class narrowly, either in 
a "trade-unionist® manner or based on the "proletarian cult" of the 1920's, he 
would unavoidably contrast the interest of the working class with the interest 
of the other wrkers. In other words, this would prevent linking together the 
interest of the working class and the national interest. Such a view and 
practice would be very detrimental to the construction of socialism. The pro- 
cess of economic reform can succeed only if within it we are able to link 
closely the interest of the working class with the interest of the other work- 
ing strata. 


The third question can be wrded approximately as follows: In conjunction 
with the economic reform, how can we fit into our national awareness the idea 
of internationalism and the international factor's present cle? 


Our party and the domestic socialist guvement have committed themselves long 
ago to an internationalism that is based on our national interests, the inter 
ests of wrld socialism, and the need to cooperate with other peoples. We pro- 
fess this even today. We unalteratly reject all types of national narrow- 
mindedness, but we also realize that auch more is needed: we gust become more 
and more acquainted with international relations and sense in what direction 
they are developing, in order to use this knowledge fruitfully on behalf of our 
people. 


We must continue to always be aware of the historical common lot that links 
Hungary to the socialist countries, and of the internationalist solidarity 

that links our party to the world communist and working-class movement. In 
our economic wrk we gust anticipate this internationalism and rely on it. At 
the same time, the inexorable fact is that we ourselves gust solve our economic 
problems; international cooperation is an important complement of our national 
efforts, but no substitute for thes. 


For the successful and optimal realization of the economic reform process we 
definitely need substantiated world economic forevasts that realistically pro- 
ject the foreseeable situation, or its variants, that will closely affect the 
Hungarian economy. It is favorable that we have made considerable progress 
since 1968 in researching the wrld economy. It is good that now also the 











socialist countries are preparing forecasts of their economic development, and 
we do not have to rely solely on their national economic plans. But it would 
be desirable that voluntary coord‘nation of the individual socialist countries’ 
forecasts assume a much greater role than at present. 


How does the plan for perfecting our macroeconomic management system relate to 
the developmental trend noticeable in the socialist wrld? If we consider 
that by now practically every socialist country has recognized the basic 
importance of the economic mechanism and is seeking ways to improve it, then 
we are able to note the coincidence of the socialist countries’ efforts. But 
if we examine the systems of macroeconomic management in terms of their sub- 
stance and form, then the important role of national peculiarities becomes 
striking, because there are significant differences by countries. On the 
basis of the macroeconomic management system's essential principles, however, 
we are able to distinguish three characteristic types: 


--The system based on central planning in physical terms, central commands to 
the enterprises, and the subordinate role of commodity-money and market rela- 
tions; 


--The system based on the principle of enterprise self-management and socialist 
market economy; and 


--The system based on an organic link between central planning and the market 
mechanism, and on enterprise independence and the central influencing of the 
market. 


If we are asked where the differences stem from, we must refer first of all to 
the differences in history and national geography, the specific national char- 
acter of the economic policies, and the differences in the degree of dependence 
on foreign markets. In addition to these factors, undoubtedly the political 
crises of the past 3.5 decades and the specific opportunities for overcoming 
them also make themselves felt in many of the socialist countries, including 
Hungary. Are the different economic mechanisms a sign of strength or weakness? 
If we consider that at present we are in a period of the socialist principles’ 
national adaptation, as I think we are, then this "polyphony" of economic pol- 
icies is a sign of strength, an indication of better adaptation to the given 
conditions. It is true, of course, that in the long run we will have different 
variants of the socialist production conditions’ specific forms. But their ad- 
vantageous and disadvantageous features can be assessed only long term, and 
therefore tre side-by-side existence of different systems is not a drawback 
also from this point of view. 


The question from the viewpoint of external economic relations is whether the 
perfected macroeconomic management system will be suitable to help us develop 
our economic and technological relations simultaneously with the CEMA coun- 
tries, the socialist countries that are not CEMA members, the developed capi- 
talist countries, and the diverse developing countries. Obviously, this mani- 
fold adjustment cannot be solved solely through central planning; but neither 
can it be solved solely through enterprise planning and market forces. Both 
central-management and market methods are necessary in relations with each of 


9 


—m a ........— 





the principal areas, but in different combinations. On the basis of our ex- 
perience to date, we can be confident that we will be able to maintain our 
presence in the socialist markets after the reform's further development, and 
to achieve better results in the nonsocialist markets, by being more dynanic. 


Finally, the fourth and last question we have to answer is as follows: By what 
political formula can we transform the economic management system over a period 
of years, undez a national consensus? 


What this requires first of all is that the party successfully fulfill its pol- 
itical leading role, be the driving force behind the necessary changes, con- 
tinue to undertake the exploration and clarification of the different inter- 
ests and opinions, and be able to shape party policy into a policy of national 
unity. The requirement from the viewpoint of the economy is to take the poli- 
tical objectives into consideration and to aid their realization. And from 
the viewpoint of politics, much greater importance will have to be attributed 
to considerations of efficiency. It would be unrealistic to imagine a more 
efficient economy as en economy free of politics. Rather we must strive for a 
sensibly politicized economy, without detailed and nit-picking political inter- 
ference, fully asserting management's responsibility. 


Furthermore, in the course of perfecting the macroeconomic management systen, 
it is highly necessary to employ the methods of the policy of alliance; in 
other words, we must strive to merge the political energies of all those who 
want to do something for Hungary's economic progress. Naturally, we cannot 
invite into this alliance those who have no confidence in the socialist sys- 
tem's viability. And those who still remain even now fanatically addicted to 

a utopistic image of socialism, without commodity-money relations, are exclud- 
ing themselves. But we must invite everyone else, despite the fact that there 
still are, and will obviously be also in the future, differences of opinion on 
many issues, provided that these differences do not prevent cooperation on the 
main issue. Both the advocates of cautious deliberation, and the proponents of 
radical solutions must be admitted to the alliance, provided everyone is striv- 
ing for some sort of consensus. To borrow an expression from foreign policy, 

I think that we now need a confidence-building process among the advocates of 
the different economic-policy alternatives, and also among those who are giving 
preference to considerations of efficiency, social welfare policy, culture or 
health care, 


We also need to improve economic wrk, and to turn the raising of efficiency 
into a mass movement in Hungary. It is desirable to combine the perfection of 
macroeconomic management with such a mass movement as well. Without this, it 
is to be feared, many local opportunities would remain unutilized and local 
initiatives would die out. There is also the increased danger that in many 
places the changes would become short-lived episodes, with everything rear- 
ranging itself as before. It is recommended that we launch, parallel with the 
drafting of the 7th Five-Year Plan, a drive under which the enterprises, occa- 
sionally groups of enterprises, the local councils, and even the budgetary in- 
stitutions where appropriate, analyze their situation and then draft their own 
programs, on the basis of their own analyses and the national guidelines. 
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Our people are aware--to borrow a phrase frequently used in literature on eco- 
nomics--that our national pie is too small for our national appetite. But why 
this is so still requires further clarification. And most of all, we must not 
only change the way the pie is sliced, but mst be able to make the pie itself 
bigger. 


Thus the political formla for economic efficiency and the continuation of the 
reform process can be written as follows: the party's right economic policy 


+ an alliance of the progressive forces + the launching of drives for the real- 
ization of local programs. 
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HUNGARY 


ECONOMIC REFORM, SOCIAL WELFARE POLICY DISCUSSED 
Budapest KOZGAZDASAGI SZEMLE in Hungarian Vol 31, No 7-8, Jul-Aug 84 pp 85-811 


{Article by Academician Kalman Kulecsar, deputy secretary general of the Hungar- 
ian Academy of Sciences: "The Reform and Social Welfare Policy"] 


[Text] The place of social welfare policy in the reform process is becoming 
more and more important in the further course of economic reform. The rela- 
tionship between economic reform and social welfare policy becomes "strained" 
as both science and public opinion generally recognize the importance of social 
welfare policy as a social problem. This recognition notably is not indepen- 
dent of the economic situation's development that cannot be attributed to eco- 
nomic reform. 


In the "straining" of this relationship there participate interest relations 
both for and against economic reform, and the latter occasionally attempt to 
use social welfare policy as a political tool against the economic reform's 
realization. (By this, of course, I do not wish to contend at all that every- 
one who emphasizes the importance of social welfare policy is opposed to eco- 
nomic reform.) In this particular way, then, the reform process and social 
welfare policy can come into conflict with each other in scientific debates 
and in publications. And even the view has been advanced that already the 
reform has steadily pauperized the multiply disadvantaged strata. This is a 
clear example of failure to differentiate effects stemming from at least three 
separate sources, namely from the basic economic processes, the reform, and 
its distortions. 


Are the requirements of economic reform and those of social welfare policy 
really in conflict? Can the two aspirations or activities be truly developed 
only at each other's expense? Does the improvement of economic efficiency 
really rule out the development of social welfare policy, or does the latter's 
improvement reduce economic efficiency? 


Over and above the peculiarities that stem from political situations and, as 
already noted, have also changed social welfare policy into a political instru- 
ment in a particular sense, there are at least two circumstances that, in my 
opinion, confuse the answers to these questions. 


One is the present economic situation (which, we hope, will eventually change 
for the detter). The restrictions and scarcities stemming from the economic 
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situation--in combination with the shortages that will persist long term as 
well--demand immediate or short-term answers. It will be remembered that we 
have had to introduce also measures that are in conflict with the reform's 
principles, in order to balance the budget, restore external economic equilib- 
rium and maintain our international solvency. Thesc measures, and especially 
the economic situation itself, influence the formulation not only of long-term 
social welfare policy, but of the long-term reform ideas as well; thereby 
they actually are feeding the requirements of temporary factors into the long- 
term aspirations and policies. 


The other confusing circumstance, in conjunction with the preceding one, is 
the controversy over the meanings of certain concepts that have not been clari- 
fied adequately. Due to this lack of clarification, there are significantly 
differing and even extreme views also on defining the scope of social welfare 
policy. On the basis of this term's original meaning in Hungary, it is not 
uncommon to regard social welfare policy simply as provisions of a charitable 
nature. (Besides need, of course, worthiness also plays an important role in 
this conception of social welfare.) On the other hand, fairly widespread is 
the complete equation of social welfare policy with social policy, This stems 
partially from intentional perception and partially from misconception. Ac- 
cording to this view, social welfare activity would include health care, educa- 
tion and the handling of deviant phenomena, as well as social insurance, pen- 
sions, etc. A contributing factor to this conception is a principle of social 
policy, the principle of equality, from which it follows pall activity re 
garded as social welfare policy must be conducted so as \&@ reduce the inequal- 
ities between social strata and in other respects, to i ease equal opportun- 
ity for all members of society, etc. 


However, neither conception gives a realistic picture of social welfare pol- 
icy's social functions. One defines too narrowly, the other too widely, the 
scope of social welfare policy's tasks. I have attempted repeatedly! to ana- 
lyze the resulting difficulties, and therefore I will not dwell on them on this 
occasion. I have also pointed out that, in the relationship of the "three pol- 
icies" (social policy, economic policy, and social welfare policy), social wel- 
fare policy has in practice--whether or not we accept this in principle--also a 
certain corrective role (although not only an ex post corrective role). With 
special attention to how the "danger quotient" evident in large social systems 
develops, this corrective role gains special emphasis as a factor contributing 
to the elimination of elements that adversely affect the functioning of the 
systen. 


If I take all this into consideration, then, in the present historical--and 
therefore long--period of Hungarian society's development, social welfare pol- 
icy can strive to improve the disadvantageous situation that in principle has 
arisen independently of work or, more accurately, of work performance, and to 
reduce and possibly eliminate the disadvantages arising in this manner. But 
there are situations in which the scope of social welfare policy defined in 
this sense partially overlaps the broader objectives of social policy, and in 
part is necessarily linked to them. For example, if the policy is to boost 
fertility and achieve the ideal family size, which is much larger than at pres- 
ent, then this objective of social policy affects also social welfare policy 
in certain respects. Consider some examples: 
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1. Unrelated to work, merely as a result of an increase in the number of chil- 
dren, large families in our society may be at a disadvantage, even a consider- 
able one, in relation to otherwise identically situated families that are 
childless or have only one or two children. In this respect, large families 
belong in the scope of social welfare policy. 


2. In the case of the elderly, the efficiency of the health-care network de 
veloped at the level of social policy requires the operation of a system of 
caring for the elderly that comes under social welfare policy. 


3. The care of endangered children under social welfare policy can enhance 
considerably the efficiency of the educational system, the system through which 
social policy's objective of providing equal opportunity is realized. 


4. Properly functioning social welfare policy enhances the economic systen's 
efficiency as well. It is indisputable that commensurately increasing pay can 
boost performance the most effectively. In the case of workers with large fan- 
ilies, however, disadvantages stemming from this fact alone may hamper peaceful 
work, further training that the job requires, establishment of a civilized way 
of life, etc. This is true especially when we break down the "worker" repre- 
senting the average into occupational strata. Since all these phenomena may 
influence work performance, labor discipline, workmanship, and in a certain 
sense even the innovative nature of the work in question, also the instruments 
of social welfare policy that are based on the number of children and alleviate 
the drawbacks of large families can significantly enhance the efficiency of la- 
bor. 


Today, at an important turning point in Hungary's social ahd economic develop- 
ment, the economy's efficiency is becoming an objective of social value. This 
is not happening out of narrowly interpreted "econgmie” interest, but is a 
social-policy and even general-policy requirement that stems basically from 
our society's development. Therefore, the measures that enhance this economic 
efficiency likewise cannot be only economic in their nature, and it becomes 
necessary to employ more broadly interpreted political and social-policy in- 
struments as well. 


The pursuit of economic efficiency as an objective of social value does indeed 
follow from the interrelations of our historical development to date. The pro- 
cess of modernization, which strives also to liquidate backwardness, does not 
of course consist solely of economic elements, and it can create a basis for 
entire society's further development only by increasing the economy's produc- 
tivity. As long as the economy's productivity does not improve suitably, the 
objectives of social policy can be achieved only on a very low level or selec- 
tively. Even in itself, this fact maintains constant tension that is not read- 
ily managable with the instruments of social welfare policy, specifically be- 
cause the necessary resources are lacking. (Not to mention the social forces, 
interest relations, etc. behind the selective realization of social-policy ob- 
jectives, and hence the resulting social and economic disadvantages. ) 


This is one side of the question. Its other side can be formulated as follows: 


Realization of the economy's efficiency as an objective, an increase of the 
economy's productivity cannot be achieved by itself as economic efficiency. It 
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can be achieved only by increasing entire society's productivity. It is true 
that society's individual spheres of economic activity have their own laws and 
their own rationale. But these spheres (or "large systems") also exist side by 
side and influence one ancther. And if these systems do not develop in har- 
moiiy, the danger of conflicts may exceed the unavoidable level. 


< very large degree of simplification, therefore, we may say that the pro- 
cess of economic reform carries its own contradictions. For if this process 
is to be effective, it must consistently realize its own sphere, and its own 
logic stemming from the economy's rationale. For its economically optimal ef- 
ficiency to unfold with approximate completeness, however, the process of eco- 
nomic reform must be in harmony with the environment in which it is taking 
place; it must be able to compromise with the rationales of the other spheres; 
and it must win over society also in a political sense. Otherwise it will re 
main a well-meaning and "enlightened" reform effort (of which there already 
have been a few in Hungary's history, some of them unsuccessful specifically 
because of the "environment's" resi: “ance). 


If we go beyond the simplifying approach, however, it becomes obvious that some 
elements of economic efficiency itself are social. The often-mentioned orien- 
tation on performance, for example, is a social characteristic--with very com 
plex, historically evolved factors--that cannot be managed solely in its eco- 
nomic components. Thus we already know that the principle or perhaps practice 
of "more pay for greater performance"--even if we assume that the actually 
greater performance attracts higher pay, and that the organizational, etc. con- 
ditions for greater performance are given--does not actually result in greater 
performance if the money earned in this manner cannot be spent (either because 
the excessive incomes are subsequently equalized through taxation, or because 
goods in sufficient quantity and of suitable quality are lacking). Yet these 
are still factors in the economic sphere. But if orientation on performance 
does not even develop, either because a significant proportion of society is 
living on a level such that performance-boosting needs do not even arise or 
are far below society's average, or if within society the inequalities (here 
in the functional sense of this word) do not even manifest themselves through 
which there could develop models of the living standard, life-style and its 
related consumption that would appeal also to persons who perhaps still are 
far from these models, then performances can again increase only with diffi- 
culty. And if the appealing models seem hopelessly remote to certain groups 
of individuals, this too could have negative consequences (deviance, etc.), 
again at the expense of performance or sidetracking it. 


As we can see, this problem in itself is very complicated, although I have men- 
tioned (very sketchily) the interrelations of the orientation on performance 
only as an example. The solution is to raise entire society's performance; the 
realization of economic efficiency as a social objective also demands this. 


One may now justifiably ask: Where does social welfare policy fit into all 
this? 


The first point of fit is generally known and frequently voiced. The documents 
relating to the reform express this as the need for offsets in social welfare 
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policy. The purpose of these offsets is to influence the situation of the so- 
cial strata adversely affected by the reform's consequences, so that their liv- 
ing standard will at least remain unchanged and not deteriorate further. Thus 
if the principle of performance is given priority in distribution,2 the result- 
ing dysfunctional consequences must be reduced. The difficulties that arise 
here--over and above the paucity of resources, of course--are due in no small 
extent to a lack of the concepts’ clarification, or to the frequent impossibil- 
ity of consistently asserting the clarified concepts. 


The most prominent among the so-called offsets is the maintenance (at least) 
of pensions. However, the pension system as a whole actually does not belong 
within the scope of social welfare policy in a strict sense, for here we have 
not disadvantages arising independently of work, rather the consequences, based 
on social-policy objectives, of the length of time spent working. (For this 
very reason it is unreasonable to question in this respect the principle that 
pensions should be commensurate with earnings.) But it is indisputable that 
pensions now account for the largest share of so-called social entitlements. 
And if we deduct from the budgetary allotments for social welfare policy the 
pensions and other social-insurance benefits (family allowances, sick pay, and 
child-care aid, for example) as expenditures that in some of their elements 
again directly serve social-policy objectives (population growth, for example), 
then it turns out that in 1982 the state budget covered hardly more than 17 
percent of the expenditures for social welfare policy. However, it is also 
true that social-insurance benefits account for 15 percent of total budgetary 
expenditure, and for 40 percent of the expenditures for social welfare policy. 
And if we add that in 1982 the consumer price subsidies, which are regarded as 
expenditures for social welfare policy, amounted to 28 percent of the expendi- 
tures for social welfare policy not included in the 17 percent mentioned above, 
then it is obvious that in the final outcome the budget covered a larger share 
of the expenditures for social welfare policy than did the enterprises or the 
councils. But are these expenditures truly and entirely expenditures for so- 
cial welfare policy? As mentioned earlier, for example, the institutions of 
family allowances and child-care aid unquestionably contain elements of social 
policy; and the social-welfare-policy nature of consumer price subsidies is 
questionable, to say the least. Incidentally, consumer price subsidies should 
be reviewed in any event, because the entire population enjoys its benefits, 
irrespectively of any kind of disadvantage. 


If we clarify the situation, then also the present function of the so-called 
offsets in social welfare policy becomes evident. This function is unambigu- 
ously corrective in its nature. Translated into the language of political so- 
ciology, it can be said that the changes necessary in one of the large systems 
within society (in the economic system) increase--or at least presumably in- 
crease--in other systems or even within entire society the contradictions that 
may cause the so-called danger quotient to rise. A rise of the danger quotient 
may cause political tension and may thus jeopardize, even within the economic 
system itself, the introduction or smooth operation of changes that may be lin- 
ited to some extent but nonetheless are regarded as relatively optimal. Start- 
ing out from this fact, the political function of social-welfare-policy offsets 
in the process of economic reform gains special emphasis, from the viewpoint of 
both the economic and the political system's operation. (On this occasion we 
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will not dwell on the reform's impact upon the political system, nor on the 
"offsets" that may become necessary.) From the economic reform's viewpoint, 
then, the immediate tasks of social welfare policy are to raise the pensions 
falling below or approaching the social minimum standard of living (in 1983, 
roughly two-thirds of the retired persons were receiving pensions of less than 
2,000 forints [per month]), and to at least maintain the value of the social 
entitlements intended to alleviate work-unrelated disadva tages. Offsets to 
"compensate" for a larger-scale price adjustment or a significant rise of the 
consumer price level cannot be regarded as being in the nature of social wel- 
fare policy (unless they have been built into measures adopted in favor of cer- 
tain disadvantaged strata or groups, with differentiated consequences). Such 
offsets are in the nature of general social or economic policy. 


The second point of fit ties in with the fact that the greater economic per- 
formance evident in economic efficiency is feasible only if there is an in- 
crease of society's general productivity. However, the elements and factors of 
this productivity, respectively of its increase, are much more complex than to 
allow themselves to be influenced solely through the instruments of social wel- 
fare policy. In certain respects, social welfare policy, too, has such func- 
tions. 


The first such question concerns the problem of the so-called multiply disad- 
vantaged strata. Over and above what has already been said, I do not wish to 
analyze on this occasion the effect that the existence of such strata and its 
resulting consequences have on the development of society's productivity. It 
is certain (and no one is likely to deny) that on the whole the existence of 
such strata must be regarded as a negative phenomenon and requires handling on 
several planes. A multiply disadvantaged situation leads to relative depriva- 
tion, a concept that must be compared to something. Thus a rise in one stra- 
tum's prosperity may increase another stratum's deprivation, and the subjective 
"assimilation" of this fact likewise becomes more difficult. What can be the 
task of social welfare policy in this respect? 


Here again I will start out from disadvantages that are not work-related. If 

I take also the aspects of social policy into consideration, the most import- 
ant interrelations in this respect manifest themselves in family size, or in 
the decline of per capita income. It is desirable to raise the social enti- 
tlements based on family size, to an extent such that these groups will not be 
too far below society's average living standard and may pursue a life-style re- 
garded as average. This would be very important from the viewpoint of soci- 
ety’s productivity even if the situation of these groups were to remain un- 
changed, let alone decline. (Indeed, I could also say that raising the social 
entitlements based on family size would be very important even from the view- 
point of economic policy alone, because the quality is involved of not only 
the existing manpower but of the manpower replacements as well.) If we take 
the proportions into consideration, the following picture emerges. In 1981, 
there were 2,119,000 children receiving family allowances. Their breakdown by 
family size was as follows: 16.4% percent lived in families with only one 
child; 60.1, with two children; 16.3, with three children; 4.1 percent, with 
four children; 1.6 percent, with five children; and 1.5 percent, with six or 
more children. (The family allowances paid out in this manner amounted to 2.2 
percent of net national product.) As a result of the price increases in 198, 
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the real value of family allowances, and their proportion within the costs of 
raising children, declined significantly. At the end of 198, for example, 

the family alloweace covered on average 22 perc=smt of the expenditure per child 
in families with three or more children, respectively with two children and on- 
ly one wage earner. This proportion dropped to one-fifth by 1983, and since 
then it has declined further. 


A very significant proportion of the multiply disadvantaged find themselves in 
this group because of large families.3 and if we add the retired persons who 
find themselves in such a situation because of their age,4 then we have al- 
ready covered the two largest groups of the qultiply disadvantaged. The more 
so because a substantial proportion of the disadvantaged for other reasons be- 
long in these categories as well. In the absence of census data, the stratum 
of the multiply disadvantaged can be estimated at about 15 to 20 percent of 
Hungary's population. This stratum is a negative factor also from the view- 
point of society's productivity. Thus a radical improvement of their situation 
or a reduction of their disadvantages is important from the viewpoint of both 
social policy and economic policy. And this is predominantly the population 
that reguires, in addition to social-policy measures, also social-welfare- 
policy care. 


A deterioration of this population's situation due to the economic reform can 
be expected for two reasons: first, as a result of the already mentioned gen- 
eral measures of an economic nature that require offsets also under economic 
policy; and secondly, because in a performance-oriented society this popula- 
tion's relative gap will presumably widen. But the offsets, in terms of their 
costs, are mostly identical with the ones mentioned under social welfare pol- 
icy’s first point of fit. 


Within the stratum of the gultiply disadvantaged, however, there are also 
groups whose disadvantage arises not unrelated to work, but due specifically 
to the presumably diminishing pay for unskilled labor or, more accurately, to 
the expected lag of pay for unskilled labor in relation to pay for skilled 
labor. In this case there arises specifically the problem of the social mini- 
mum standard of living for the multipiy disadvantaged groups. It may assume 
also the nature of a social-welfare-policy problem, because its effect is 
linked to the increase of society's performance. A permanent and larger-scale 
lag behind the social minigum standard of living also can cause the deterior- 
ation of the quality of the wrk performed and of reproduction in a qualita- 
tive sense; and it may be the source of deviant behavior, lead to political 
tension, etc. 


These groups can be handled within the framework of social policy, on the basis 
of social principles. Or they can be approached also by starting out from the 
corrective nature of social welfare policy, from its tendency to shape the in- 
dividual large systems' mitual influence. In the first case we may start out 
from the fact that equality is one of socialist society's guiding principles. 
Defined at least as equal opportunity, in the final outcome it means the mini- 
mum standard of living, guaranteed for everyone as a civil right.5 Decisive in 
the second case is the political aspect, i.e., of cushioning the social conse- 
quences of the differences that necessarily srise in the course of the reform 


18 

















process (and have been targeted in the interest of greater efficiency). For 
it is obvious that society is the environment in which also the economic refors 
is realized, and hence it is necessary to ensure the political conditions of 
the reform's normal operation. (These conditions include also the relaxation 


of the political tensions resulting from the intensification or accumulation 
of social differeces.). 


The consequences of the two approaches differ in a certain sense, but are iden- 
tical in other respects. A distinction here is difficult also because the mea- 
sures based on social welfare policy's corrective function may appear also at 
the ideological level, with reference to the already mentioned principles, and 
thus the corrective nature of the measures remains obscured. The more so, the 
deeper the principle of equality has become ingrained in society. The choice 
of approach may nonetheless produce differences, specifically in the degree of 
correction. Social policy's function of preserving social values wants to 
maintain equal opportunity (because of the political consequences, if for no 
other reason) also by other means--and obviously at greater expense--than the 
requirempents stemming from the corrective function of sovial welfare policy. 

In a certain respect, however, the requirements are identical because, in a 
wider sense, the country's economic potential limits the assertion of both 
functions. In principle, this limit is a "rigid" barrier, but it is "softened" 
to a certain extent in the course of choosing among social policy's preferred 
objectives. To no small extent, then, it is a political decision how such of 
the economy's performance to allocate for a given objective. And, besides the 
elements of social policy, also the magnitude of the politically managable ten- 
sions or, more accurately, their assement influences this decision. 


This fact requires two additional considerations. First, if the "lag*® is work- 
related, then it actually shoulds not be handled by means of social welfare 
policy (merely in the corrective sense of reducing the danger quotient), and 
this has implications for setting the minimum standard of living. For there 
can be no doubt that just as the existence or increased proportion of worker 
groups who are disadvantaged because they are unskilled, their enterprises are 
in economic difficulties, etc. worsens the economy's performance, setting the 
minimum standard of living too close to the average can cause the economy to 
dysfunction just as guch. The other consideration refers to the comment I 
made regarding preferential objectives. Social policy must review here and 
now--in no small measure, in the interest of the reform's effectiveness, of 
raising the economy's productivity--the objectives, preferences and expendi- 
tures set or approved earlier (and linked to conditions outdated to some ex- 
tent), and not only within the sphere of social welfare policy. This review 
is necessary for tw reasons: First, to make more resources available for the 
increasing tasks of social welfare policy. And secondly, to be able to reduce 
or eliminate also by the instruments of social policy the negative phenomena 
(distortions, models acting against efficiency, etc.) in the social environment 
that also the reform is shaping. 


FOOTNOTES 


1. Cf. Kalman Kulosar, "Public Expenditure and Social Welfare Policy," 
GAZDASAG, No 4, 1983. 
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2. This seems inevitable. Let us not forget that wage dispersion in Hungary 
is about average for the CEMA countries. Thus the change in the system of 


economic sanagement has not been accompanied by a corresponding read just- 
ment of wages. 


3. In 1983, 6.3 percent of the families had three or more children. 


5. Ia 1983, 4.8 percent of the population was over 75, and hence the most 
likely to belong in this category. And 8.9 percent of the population was 
over 70. (We wish to note that persons between 70 and 75 are less likely 
to become multiply disadvantaged.) 


5. The ginigus standard of living is different for each society. Hence it 
does not ensure only the bare essentials. 
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FPOREIGN-TRADE INTERRELATIONS CF REFORM VIEWED 
Budapest KOZGAZDASAGI SZEMLE in Hungarian Vol 31, No 7-8, Jul-Aug & pp &6-835 


{Article by Academician Mihaly Simai, deputy director of the Hungarian Acadeny 
of Sciences Research Institute of the World Eoonomy: “About the Reform's Ex- 
ternal Economic Interrelations*") 


[Text] External Eoonomic Dependence 


Because of the nature of our economy and its large-scale dependence on the 
external economy, the degree of our economic policy's national autonomy has 
long been a controversial question among our economists. The controversy ap- 
plies also to the expectations attached to the macroeconomic management sys- 
tem's further developmat: To what extent are we on a forced path from the 
viewpoint of the external economy, especially now after the world economy's re 
cession that had a significant impact on our economy as well? In terms of our 
peculiarities, we are not alone within the world economy. The similarities and 
differences in the specific situation of countries such as ours are related 
also to the fact that the nature of a country's partners in the wrld economy, 
the degree of the reciprocity of its dependence, and changes in the conditions 
and media of the dependence affect differently each country's eoonomy and its 
ability to alleviate the adverse external effects. 


For example, the adverse effects of dependence on imported raw materials, due 
to a paucity of natural resources, are well known in both Hungarian and inter- 
national practice. We also know that these effects oan be reduced by inoreas- 
ing the degree of fabrication or by improving in other ways the indicators of 


specific consumption, and by producing exportable products that are in demand 
in every sarket. 


The dangers of the dependence due to compulsion to export oan be reduced: by 
concentrating gore on products more in demand; by improving quality; by mod 
ernizing the organization of foreign trade; through sqsible and efficient 
import substitution that reduces the compulsion to export so as to pay for im- 
port; and through a flexible policy on provenances and destinations that per- 
mits taking advantage of changing market conditions. Several newly industrial- 
ized countries have bem able to utilize these possibilities, and in some areas 
Hungary too has achieved good results. 
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The problems associated with technological dependence likewise can be allevi- 
ated: by reinforcing national innovative ability; by improving the efficiency 
of application and adaptation; by skillfully combining the sechanisas and 
media of technology import; and by establishing efficient links vith the main 
centers of technological progress. 


The adverse effects of financial dependence are manifold. Foreign indebtedness 
is only one projection of such dependence. Its consequences say be more pro- 
found and gore comprehensive than in the case of the otier forms of external 
economic dependence. According to international experience, however, above a 
certain level of foreign indebtedness the consequmoes of financial dependmoe 
create a certain community of interest between the deptor and creditor. Their 
community of interest alleviates in principle this form of dependence and also 
provides the debtor with sose roor for maneuvering. Within certain ligits, 
the adverse effects can be alleviated also through the efficient use of the 
obtained loans, especially for ‘be expansion of export or the development of 
activities that will reduce import’s burden on the balance of payments. The 
adverse consequences of financial dependence can be alleviated also by findinys 
external sources of credit offering more advantageous conditions, by con- 
stantly improving the composition of foreign debts, and perhaps by new borrow 
ing on more advantageous conditions. However, deb’ servicing may paralyze the 
countries’ entire economic life and force them permanently into a strait- 


jacket. 


From the preceding it follows that in our country, and in all countries sisilar 
to ours, the realization of economic decisions and the limited extent of their 
national autonomy set increased and special requirements for economic policy 
and the system of macroeconomic management, and they even make gore important 
the areas of scientific research concerned with the rest of the world. How 
ever, the limited extent of national autonomy does not mean complete defense 
lessness or a forced path. But in order to ward off (or at least alleviate) 
the adverse external effects, and to establish forms of motion for gutual de 
pendence, we need strong and flexible : mtral institutions that are able to 
stimulate and restrict where necessary. In the sicroeconomic sphere we need 
conditions under which the enterprises’ ability to respond and their entrepre 
neurial opportunities are relatively free. We gust strive to develop interna- 
tional cooperation that, on the one hand, is better able to integrate the di- 
rect interest relations (such as direct cooperation between enterprises, for 
example); and on the other hand, is flexible qough to help ward off jointly, 
within a regional framewrk, the adverse external effects. 


Reinforcing Innovative Ability, Essence of External Boonomic Strategy 


Bearing in mind also the preceding, our economic policy gust strive harder and 
purposefully to formulate and implement an external economic strategy that 
takes into cousideration the country's possibilities, level of development and 
resources, vad the long-range concept of socioeconomic development as well. 
In a type of country strongly dependent on tre external economic @ivironment's 
change, we must be able to suitably combine our sacroeconomic and sicroeconosic 
objectives. In view of the fact that the external and the domestic conditions 
are closely interrelated, in our present situation the gajor and general ob jeo- 
tives of economic policy--taking also the external economic interests into 
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consideration--can be reduced to a few immediate tasks, without whose realiza- 
tion all other objectives would be unrealistic. In the final outcome, also 
the changeover to the so-called new growth path becomes possible through the 
fulfillment of these few basic tasks. 


The acceleration of technological development is of fundamental importance for 
our ability to compete in foreign markets, and from the viewpoint of our dome:- 
tic economic development as well. This requires the faster and more efficient 
introduction of new products and production processes and, in conjunction with 


this, also the more vigorous transformation of the product structure and indus- 
trial structure. 


It is common knowledge that Hungary belongs among the trailing countries in the 
international chain of technological development. Consequently, the economic- 
policy tes.s related to technological development are linked very closely to 
world economic conditions. Rapid product changes must be made amidst sharp in- 
ternational competition, at a time when new technological breakthroughs are 
more frequent and greater, even for a given product. 


The enterprise has assumed a role of decisive importance in the struggle among 
the major innovator countries for exclusive possession of high technology and 
for technological hegemony. This struggle is an important factor in the system 
of international relations in our time, and so are the efforts of the less de- 
veloped countries (the overwhelming majority of countries belong in this cate- 
gory) to develop their scientific and technological capabilities to act, create 
and adapt, as important means of their advancement. 


Reinforcement of society's and the economy's ability to innovate, improvement 
of the efficiency of technology import, and the more efficient domestic use of 
imported technology have become tasks of vital importance in our country as 
well. First among these tasks long term and in order of importance is the de- 
velopment of the so-called human factor, i.e., training the population for the 
new phase in the transformation of science and technology. The educational 
system's main task is to train for a greater degree of universality, to turn 
out all-round citizens who are suitable for a variety of jobs, can be retrained 
or trained further, and whose knowledge, abilities and attitude make them bet- 
ter able to accept or switch to the latest technology. 


The economic environment must provide not only suitable motivation for the 
human factor (in other words, suitable incentives for innovation and develop- 
ment), but also basic economic security for the individual, in order to make 
the unavoidable social problems and tensions um magable. 


In the macroeconomic and microeconomic spheres, of course, improvement of the 
institutional prerequisites for innovative ability is again partially related 
to the human factor, and the results depend to a large extent on selecting the 
right researchers, development engineers and managers, and on their abilities. 
However, the expediency and suitable flexibility of the incentives and insti- 
tutions depend also on the perspective from which economic policy is able to 
oversee and coordinate the technological, economic and social objectives, and 
the resources necessary for their realization. 
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Furthermore, innovative ability cannot be divorced from the rate and composi- 
tion of accumulation, and the amount of its part available for spending in hard 
currency. Likewise important is the existence of financial and economic organ- 
izations with entrepreneurial ability and skills. 


Reinforcement of the research network and its coordination with the needs of 
economic development are termed an essential condition. Incidentally, this 
task is in the forefront of attention today in those countries where science 
has lived and developed in its traditional ivory tower. This is typical even 
today of most countries in Western Burope. In the socialist countries, too, it 
is necessary to strengthen the incentives and interest relations within the 
research-development~production-marketing cycle, and to improve the organiza- 
tional forms and their interaction. 


Efficiency of Technology Import 


What are the tasks that must be solved to improve the efficiency of technology 
import? 


The importation of technology is especially important for Hungary at present, 
in order to meet the technical and economic conditions for entering the inten- 
sive phase of economic development. This applies to technology import in the 
narrower sense (the importation of new products, production processes, machine- 
ry and equipment) and in the wider sense (the importation of know-how, and of 
organizing and marketing experience) as well. At the same time, Hungary is in 
a special situation in this respect because it has a significant research net- 
work, and also experience in applications (adaptation), independent develop- 
ment, and technology export. Among the world's 160 countries in 198, for ex- 
ample, Hungary ranked 104th in area and 55th in population, but 36th in per 
capita gross national product, 28th in per capita industrial production, and 
17th in the specific outlays of manpower and material resources for research. 
In the 20th century, several outstanding technological results of world signi- 
ficance were developed in Hungary (although, admittedly, in diminishing num- 
bers). But it is likewise a fact that the relatively large proportion of out- 
lays for research often produced fair or poor research results, and that we 
often are misleading ourselves with statistics. (Other countries are not in- 
terested in whether 1.5 or 3 percent of gross domestic product is being spent 
on research, They are interested primarily in the actual results.) 


International technological cooperation, including the improvement of the ef- 
ficiency of technology import, is particularly important under the conditions 
in Hungary. Although this requires the simultaneous solution of domestic and 
international tasks, in the following I will dwell mainly on the external eco- 
nomic interrelations. 


In technology import, too, efficiency consists partially of quantitative (i.e., 
measurable) effects, and partially of qualitative ones (which can be assessed 
directly or indirectly). For example, the increase in output, and the rise in 
the productivity of labor and equipment that are achieved directly with the 
help of imported technology are quantitatively measureable. The indirect ef- 
fect achieved with the help of imported technology in an already existing and 
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operating production system is measurable. These indicators can be con- 
trasted with the direct and indirect costs of the imported technology. The in- 
ported technology's effect on the expansion of the given country’s export can 
be determined directly, and this increase in export can be contrasted with the 
imported technology's incidental import demand (materials, parts, experts, 
etc.). 


Such effects as the imported new technology's integrability or degree of inte- 
gration, the possibility of domestic further development (the imported technol- 
ogy's linkage to the domestic R&D potential), and the possibilities in conjunc- 
tion with the domestic spreading of the imported new technology (not only ma- 
chinery, equipment and processes, but also organizing, managing, marketing, 
etc. experience) are primarily qualitative and can be evaluated only with the 
help of various complex investigations. 


Due to the peculiarities and prevailing conditions of the international market 
for new products and production processes, it is particularly important that we 
too interpret the efficiency of technology import comprehensively as outlined 
above, and that we too develop a corresponding national system for decision- 
making and action. For the countries and enterprises that dominate the market 
for new technology are striving not only to maximally recover their growing 
R&D and marketing costs, and to earn large profits, but also to weaken the 
position of their existing and potential competitors and to make their ow 
control as permanent and secure as possible. International technology 
transfers flow partially through formal (commercial) and partially through 
informal channels.*® The commercial forms of Hungary's technology import in 
the 1970's, in descending order (but often intermixed), were as follows: 
direct purchases of machinery and equipment, the purchasing of licenses, and 
industrial cooperation. 


Informal relations play a very important role in the development of science. 

In the light of the efficiency prerequisites mentioned above, however, it is 
obvious that the efficiency of the technology acquired through so-called in- 
formal channels will be low, just as in the case of starting production based 
on "copying" products already on the market. This sometimes builds a lag of 

10 to 15 years into the economy, in comparison with the leading producers. In 
emergencies, however, this may be the only source. Occasionally the technology 
obtained in this manner may enable some enterprises to supply the domestic de- 
mand or to export to countries in which the original producers are not compet- 
ing directly. If the enterprises are able to modify or develop further the 
product or process, their costs are substantially lower than those of the orig- 
inal producers, and they may derive certain advantages also in other markets if 
there is still demand for the product. Flexible enterprise organization, quick 
adaptability, and a dynamic marketing network are the prerequisites for ex- 
ploiting the aforementioned possibilities of the strategy of copying. 





*The informal channels of international technology transfers include the prod- 
ucts, processes and skills acquired through the foreign experience of experts, 
or through publications and other nonconventional forms. Among the commercial 
forms we include export and import transactions, the purchasing of patents, 
licenses and know-how, and the acquisition of technology through direct capital 
investments, joint ventures or industrial cooperation. 
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The most important area of international trade in new technology is the pur- 
chasing of patents, licenses and know-how. This is also a visible form that 
can be monitored. The importance, conditions and effect of such trade differ 
considerably, depending on the level of the countries’ economic development, 
the peculiarities of the industries, the strategies of the enterprises, and 
the nature and age of the applied technology. On the basis of worldwide in- 
vestigations it can be established that 45 to 50 percent of the foreign tech- 
nology flows through these channels to countries whose level of development is 
about average. East-West licensing can be estimated at 7 to 8 percent of the 
world trade in licenses. Although many people prefer this form also in Hun- 
gary, international experience indicates that for countries of average eco- 
nomic development the efficiency of purchasing licenses is not necessarily 
high. When national technological policy is passive, the purchasing of li- 
censes makes the enterprises "lazy," dces not give them any incentive to in- 
novate on their own, and in many instances perpetuates the direct and indirect 
technological dependence. With a well-defined policy on technological devel- 
opment and with a practice of buying licenses that is able to ward off the un- 
favorable conditions, however, the application of this form facilitates the 
acquisition of foreign R&D and organizing experience, helps to gain a better 
knowledge of the market, and also disciplines the enterprises from the view- 
point of quality and technology. If the given country lacks an R&D base of its 
own and suitable supplier industries, the drawbacks of buying licenses outweigh 
the advantages. But when properly built into a program of economic develop- 
ment, the buying and application of licenses can result in a "leap" of even 7 
or 8 years. 


Direct capital investment, joint ventures and industrial cooperations, in com 
bination with the importation of technology, can best enhance the quick acqui- 
sition and operation of new technology, through the importing country's direct 
integration with the international centers of technology. Among these forms, 
particularly direct capital investments limit the importing country's control 
over the transferred technology, and also hamper the given technology's nation- 
al integration and domestic spreading. The forms of joint venture provide less 
opportunity to import the latest technology but give the importing country 
more control. Industrial cooperation likewise can be an effective mechanism 
for the influx of new technology, but the cpportunities this offers vary con- 
siderably by industries. 


Defensive Innovation, Improvement of Quality 


In the case of any importing country that depends significantly on technology 
import, the opening of the world economy and the efforts to integrate mre 
closely with the important centers of new technology require the setting of 
suitable enterprise strategies for innovation and marketing. In today's world 
market, it is generally impossible for a "trailing" country to employ a so- 
called offensive strategy, the purpose of which is to acquire a clearly leading 
position in the world or to assume the lead. In regional and less ope mar- 
kets, of course, the possibility that such a strategy may succeed is not ex- 
cluded, provided the given enterprise is able to develop suitable relations 
with the principal technological centers, and if the enterprise itself has a 
significant R&D base and suitable supporting (supplier) industries. The ex- 
istence or absence of this set of conditions proved important also in Hungary, 
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in the case of developing new production systems and being able to market then 
internationally, for example. A so-called defensive strategy of innovation and 
marketing likewise requires an independent R&D base, but with the help of such 
a strategy it is possible to reduce considerably the risk associated with be- 
ing the first to come out with a product in the market. A defensive strategy 
does not mean "copying": the enterprise employing this strategy innovates and 
modifies the product; and if it relies on licensing, it regards this merely 
as a stepping-stone and not as the final objective. A defensive strategy re- 
quires a well-developed marketing system, because in the markets it is neces- 
sary to compete with the leading enterprises that are employing offensive 
strategies. 


The improvement of workmanship and the strengthening of labor discipline are 
an economic-policy task that is closely linked with reinforcing innovative 
ability and is inseparable from the latter also in its world economic interre- 
lations. In international competition amidst the present conditions, the qual- 
ity and utility value of the produced products have assumed fundamental in- 
portance, especially in the case of small countries. The phase has ended in 
which the Western world encouraged the purposeful lowering of quality, to in- 
crease consumption. The quality parameters have gained special significance 
in the case of every product, and they determine to a large extent the prod- 
uct's salability and its attainable price. The tasks in conjunction with im 
proving quality are manifold. The materials used, technological discipline, 
incentives, and an internationally accepted system of quality control based on 
international standards belong here, as does the honoring of warranty obliga- 
tions at home and abroad. Fulfillment of these tasks is important in several 
respects. Advancing beyond the average level of economic development cannot 
be imagined without a "quality-improving change." Without this, the require- 
ment to become more competitive is not a serious intention. But it is import- 
ant to improve quality also because we have committed especially serious mis- 
takes in this area in the past and are committing them even today. The en- 
terprise and national organization of quality planning and control must be 
improved radically, and financial incentives must be subordinated to this ob- 
jective to a considerable extent. If necessary, foreign consultants should be 
invited to solve this problem. 


Labor discipline--in our economy, public administration and other areas, in- 
cluding also foreign trade--is likewise an essential task in its national eco- 
nomic and international interrelations, and it is closely linked to the accel- 
eration of technological progress and the improvement of quality. What we 
have in mind are not the formal attributes of labor discipline, although they 
too are not negligible. We mist take cognizance of the fact that the incentive 
system does not discipline under the conditions of social security. Only a 
combination of good enterprise organization, proper incentives and accountabil- 
ity, which accompanies the expansion of rights and the strengthening of enter- 
prise democracy, can produce results. Accountability is important also because 
of the serious organizational and other mistakes committed in recent years 
within the framework of international economic relations, mistakes for which 
our economy has paid a very high price. 


An essential task that ties in with perfecting macroeconomic management is to 
develop a system of planning, organization and stimulation that is able to 
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reduce our economy's international vulnerability while accepting as an objec- 
tive condition the fact of our international dependence. Under this desirable 
system, the adverse consequences of significant external changes affect not the 
entire economy, but at first only those links whose performance is the weakest 
in the light of the changes; the adverse consequences either force these links 
out of the economy, or they immediately prompt the economy's institutions to 
implement the necessary measures. It is extremely difficult to fulfill the 
mentioned and other tasks, and to develop a system of planning and management 
that will facilitate solution, especially if we take into consideration that 
our social conditions may rule out certain instruments in advance. 


The objectives that the MSZMP Central Committee approved at its latest session 
make the establishment of such conditions possible. For the enterprises’ auto- 
nomy, eutbority and accountability can gain in strength or expand; and direct 
economic interests, and profit and loss are less likely to dissolve in an 
impersonal hierachic system. However, further work is needed to elaborate the 
macroeconomic management system's external economic aspects, and to perfect 
the organization of international economic cooperation. 


Tasks of External Economy's New Organization 


The transformation or perfection of international economic cooperation's organ- 
ization is not an aim in itself, rather it must be realized in conjunction with 
the following tasks: 


1. The expansion of export and simultaneous boosting of the exports’ inter- 
national competitiveness, by improving our bargaining position and marketing 
activity. The improvement of marketing must be treated as a fundamental ques- 
tion. The attainable price depends to no small extent on quick response to the 
arising and changing demand; on relations with the immediate users; on the 
length of the chain of middlemen; and in the case of durable consumer goods, 
means of transportation, machinery and equipment, on such essential services as 
assistance in the instruction and further training of operators, repair and 
servicing, and the supply of parts. Foreign-trade experts know these require- 
ments very well. However, implementation of the necessary changes is proceed- 
ing very slowly because of the shortcomings in the forms of enterprise organi- 
zation, and in the systems of enterprise financing, and of individual and 
collective stimulation. In some cases the situation has even worsened. 


2. The new organization to be formed will have to perform its tasks at lower 
cost and more flexibly. Under the present conditions, the compulsion to ex- 
port often leads to unjustifiably high export costs. The costs of foreign 
travel and administration when small lots are involved are only one of the 
many factors. In many instances, the increase in the number of enterprises 
authorized to conduct foreign trade on their own acoount has not resulted in 
lower costs or greater flexibility. The fact remains, of course, that the new 
organization came up against the world economy's recession. But the real test 
of the organizational forms is what they can do, and how much better they are 
amidst worse conditions than previously. A "cheaper" organization will not 
necessarily lead to an absolute reduction of costs. The establishment of a 
mixing warehouse or repair service abroad, without which certain items cannot 
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be exported, may temporarily increase the costs, but these usually are recov- 
ered through the expansion of export. In the final outcome, the specific ex- 
port cost may become lower in this manner. So far as greater flexibility is 
concerned, the need for it is in the forefront of attention for several rea- 
sons. Special conditions may arise in a region that necessitate the co- 
ordination or concentration of all foreign-trade activity with the given mar- 
ket. Such a situation arose during the past decade in the Near East, for ex- 
ample, in conjunction with the OPE countries. The need may arise to establish 
a production enterprise or agency abroad, and this may have to be done quickly. 
More and more frequently, it becomes necessary to combine various forms of co- 
operation, and the new organization will have to reckon with this as well. 


3. The new organization must improve the efficiency of import. Since our 
economy remains dependent on import to a very large extent, and this dependence 
is not expected to decline significantly in the future, the conditions of pro- 
curement are very important from the viewpoint of the Hungarian economy's oper- 
ating costs. In conjunction with import, the organization of foreign trade 
must first of all create conditions that stimulate and enable the enterprises 
the most directly to offset import with more efficient domestic preduction and 
export. Neither the occasionally necessary linking of provenances and destina- 
tions (i.e., import from where we can export), nor our payment difficulties 
and the consequences of our economy's cross-dependence on foreign trade may be 
disregarded. Over and above all this, the fact remains that our marketing work 
is perhaps even weaker in import than in export. 


4. The new organization must aid the Hungarian economy's closer and more effi- 
cient integration into the wrld economy, transmit better the world economy's 
effects, and occasionally also mobilize the population for the economy's de- 
fense. Closer integration into the world economy does not mean only one or 
the other principal provenance and destination. 


It follows already from the (incomplete) requirements so far that the new or- 
ganization of our external economy cannot be simple. It would be a serious 
mistake to treat the question of organizational forms dogmatically and perhaps 
retain forms that have proven to be costly, of low efficiency, and detrimental 
to our interests, or are expected to become detrimental in the future. The 
system of commission agents, the system of agency enterprises, and the commer- 
cial establishment are not forms that can be absolutized, just as commission 
agents competing with one another--in other wrds, abolition of the individual 
large foreign-trade enterprises’ monopoly--will not necessarily lead to better 
conditions for the producers or the country. We can expect results not from 
one or the other form, but jointly from their flexible combination, suitable 
entrepreneurial opportunities, and incentives. Probably also the Foreign 
Trade Bank will have to be given a more serious and meaningful role. And I 
also find it hard to imagine that our foreign-trade network abroad (the for- 
eign trade sections of the legations, enterprise representatives, ete.) will 
not have to be acdified in the future. All this will affect the character and 
structure of the Ministry of Foreign Trade as well. 


5. The changes must be in harmony with the human factor. The training of spe- 
cialists has already become a pressing problem. Progress cannot be imagined 
without continuously improving the training of specialists, more substantially 
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than up to now. In other wrds, without foreign-trade specialists who are 
familiar with the changing nature and situation of our economy, with the re- 
quirements of international competition in the given area, who have a better 
knowledge than at present of the world and our major markets, who speak 
foreign languages well, and who have the necessary commercial and banking ex- 
perience. Giving our domestic specialists a better knowledge of the world 
economy is likewise an essential task. 


Finally, implementation of the above changes cannot be avoided even if the 
state of the world economy should improve considerably. Unfortunately, the 
likelihood of this is not very great. And only the countries with better eco- 
nomic performance, which they are constantly improving, will be able to take 
advantage of the world economy's improved state. The situation of the other 
countries may deteriorate further in a recovering wrld economy. This we must 
avoid at all cost. 
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HEGEDUS POSES ADDITIONAL REFORM QUESTIONS 
Budapest KOZGAZDASAGI SZEMLE in Hungarian No 9, Sep 84 pp 1099-1106 


[Article by Andras Hegedus, sociologist, candidate of economic 
sciences: “Questions Waiting to Be Answered. (Following a Debate)"] 


[Text] For understandable reasons I have spent a lot of time con- 
templating whether I should respond to the debate that has devel- 
oped around my book-review essay [5] published in the January 
1984 issue of KOZGAZDASAGI SZEMLE. Naturally, I was aware of the 
fact that even if I chose to do so it would by no means be a 
comprehensive response which addresses every problem that has 
been discussed, in view of the fact that some of the works that 
have taken issue with me are almost three times as long as my 

own article, and that in addition to the ones published I have 
received a considerable number of diverse opinions. 


However--despite all of its ramifications--the debate, on the 

one hand, has raised problems which imply that in certain segments 
of our economic awareness there appear to be some quite massive 
coral reef formations (I have borrowed this phrase from Andras 
Mezei) which seriously jeopardize our progress; on the other hand, 
some of the questions that have arisen from the experiences of 
this debate cannot be answered unequivocally, with scientific 
accuracy--due, for example, to a lack of primary research, taboos 
and prohibitions. 


Having thought all of this through, the only thing I can do is 

to attempt, without any kind of "scientific support,” to address 
those more important questions to which the debate has failed to 
provide reassuring and clear answers, and where the above mentioned 
coral reefs have appeared to make themselves felt. 


Are We Knocking on Open Doors as We Write About the Big Enterprise 
Syndrome? 


I would like to start by saying that my widely debated book-review 
essay that appeared in KOZGAZDASAGI SZEMLE in January of this year 
had been written 2 years before its publication. In my opinion-- 











contrary to Istvan Foldes' estimation [4]--since then the situ- - 

ation of our big enterprises has not only not been solved, but it 
has further deteriorated. It is not as a result of their “internal 
situation" that this has happened, but mainly because of the reforms 
that have been evolving in other areas that have significantly 
changed their macro- and mezzo-environments--and have done so to 
their disadvantage. For this very reason, covering up our problems 
is extremely harmful and it entails great dangers. 


I would not respond to the debate if in the writings of three of 
the six contributors whose comments have been published ([{1], [2], 
{3], (6), (7), (10]) this intention did not manifest itself so 
succinctly. 


Although in the past 2 years we have indeed been able to witness 
attempts aimed at limiting giant mania, and have even seen the 
beginnings of a kind of healthy deconcentration, big enterprises-- 
as I had also pointed out in my essay--continue to, and will always 
exist in our economy by necessity, and their role (which is not 
the same as their share of production) can hardly be expected to 
diminish considerably without causing serious injuries to our 
society. 


It follows from this that without including the big enterprises 
in the reform there can be no modernization of economic life. 


Of the publications that have appeared in the course of the debate 
this solution-seeking and, therefore, progressive perplexity is the 
most clearly and sincerely reflected in the work of Adam Angyal, 
director general, the publication of which, in my opinion, has been 
a very important plus for the debate. 


Anyone with at least some understanding of the subject would not 
seriously think that the problems of the big enterprises can be 
solved in 2 years, since given our presert, extremely dangerous 
situation, in many important respects we do not even have a com- 
pletely clear idea of our way out. (Let us just think of our on- 
going wage-regulation attempts. ) 


How nice it would be if my article--2 years after its completion-- 
could be knocking on “open doors." I would have been more than 
happy to forgo its publication and everything that has happened 
as a result. Unfortunately, my essay continues--in my opinion-- 
to address real problems, so I am happy that it has been published. 


Is It Only by Way of Scientific Methods that Our Socio-Economic 
Problems Can Be Defined? 


The main element my critics claim my essay is lacking is scientific 


support. And their claim is justified. I had not performed primary 
or even secondary analysis, I had not aimed to formulate any new 
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theories, I had merely wanted to write down some of the thoughts 
that had occured to me upon reading a, for me very engaging, tech- 
nical book. Let me ask, however: why should it not be permissible 
for a sociologist to write down some thoughts he had while reading 
a book in the form of an essay? 


My work is literally not “scientific” and especially not “speci- 
alized-scientific." I had not wanted, nor would I have been able 
to make it that. In the West also, the top management tries to 
avoid becoming the subject of sociological studies, and this is 
even more true in the East. 


This is why it was such a revelation for me to read Erzsebet 
Szalay's book [8] and her study published in VALOSAG, in the 
latter of which--as she also pointed out in her essay published 
during this debate--she defined the political essence of speci- 
alized scientific studies. It is regrettable that the participants 
in the debate clearly have not read this study. 


Although besides Erzsebet Szalay's works I had not had many rele- 
vant primary analyses at my disposal, I had had all the more 
primary experience. In the early 1970's I had worked as an eco- 
nomic advisor for two enterprises. For almost 10 years, between 
1963 and 1973, I had given lectures at various management training 
courses, giving often as many as 20 classes a week, and I had 
always considered this to be a two-sided learning process. 


As a matter of curircsity I should point out that the same critics 
who have been complaining about the lack of empirical verification 
in my article have themselves failed to cite a single big enter- 
prise as counterproof to my obtsrvations, and that Adam Angyal, 

who in addition to Erzsebet Szalay has been undoubtedly the most 
authentic of the debate participants, has chosen the expression 
"big enterprise syndrome” (without the quotation marks) as the 
title of his article and his study is, at the same time, also a 
significant contribution to helping to explore this “syndrome.” 


Can We Realistically Analyze the Errors and Mistakes of the Past 
25 Years? 


Why should we not be able to react to such, from the point of view 
of the present reform, most important historical-empirical facts as 
the negative participation of big-enterprise management and the 
ministries in the debates that had developed in the early 1970's 
around the reform (with some notable exceptions notwithstanding, 
including such people as Tamas Poros, who has been recently met by 
tragic death) and the period following the Pyrrhic victory of the 
the anti-reform course which was accompanied by a virtually simul- 
taneous increase (and this coincidence can hardly be accidental) in 
subsidies for big enterprises, a new wave of enterprise concentra- 
tions and the growing indebtedness of the state. Without having 
experienced this directly my article could hardly have been written. 
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"Ex necessitate virtutem et gloriam"--we could write as the slogan 
of today’s reform policy. But in order for any efforts to be suc- 
cessful, and to prevent them from coming to another sudden halt, 

I feel that we should realistically explore the causes and preced- 
ents of our present “state of emergency.” I do not think that this 
should be considered to be an extremist, radical demand, and we 
can only be happy about Robert Hoch's work--published in this same 
issue--in which he attempts to do this. (Being happy, however, 

is not to be necessarily interpreted as being in agreement.) 


Why should we insist that our economic policy show continuity? 
Recognizing ovr achievements, why could we not admit that we have 
subscribed to many mistaken concepts along the way? Why should 

we not be able to explore 


--the repercussions entailed by the national big enterprise concept 
formulated in the early 1960? 


--whether the second barrage has been a step forward (without this 
society can hardly be expected to develop a realistic opinion, for 
— $4 about the forseeable consequences of the Nagymaros power- 
plant)? 


--what, in the final analysis, our cattle program has brought in 
and “taken out?" 


--what damage Erno Antal Toth's article [11], published in 
NEPSZABADSAG in early 1975, has caused by providing ideological 
arguments to support anti-reform views? 


This should be done not in order to find “scapegoats.” There is 
hardly anyone who would be interested in learning who the “father” 
of the national big-enterprise concept, or a given columnist of 
NEPSZABADSAG, etc., was. The answers, however, which have been 
received to questions listed merely as examples could provide 

many important lessons for the future. 


We should proceed similarly in analyzing the causes behind the 
accumulation of debts. These can be explored without having to 

take any political risks, since in the early 1970's the Hungarian 
political leadership “ad already cut investments and begun in- 
creasing prices on a regular basis, as a result of which by the 
early 1980's our foreign trade equilibrium was reestablished, and 
in recent years we have even been able to generate a certain amount 
of surplus. 


In view of this accomplishment, however, why should we try to make 
people forget that between 1974 and 1980 we had a non-ruble deficit 
amounting to 150 billion forints, and an especially huge deficit 
in 1978? Naturally, much of this had to do with the fact that we 
had been unable to react in a timely and effective manner to the 











deterioration of exchange réetios following the oil price explosion. 
(In 1973 I worked as an advisor for a big industrial enterprise. 

One day our director came beaming with joy from some central brief- 
ing: “This is where the superiority of socialism will assert itself; 
we will not be affected by the oil crisis."--he said.) The actual 
deterioration of exchange ratios cannot be attributed completely to 
our objective circumstances, for various subjective factors had 
also significantly contributed to it (i.e., delays in the trans- 
formation of our product structure, which again is closely related 
to the functions of big enterprise management). 


Without bluntly criticising the economic policies of the early 1950's 
(which I consider highly significant and positive) the reform age of 
the 1960's and the late 1970's would hardly have materializec. I 
have played, and will continue to play a role in this critical 
activity (even though I had been partly responsible for the de- 
velopment of our earlier mistaken concepts), despite the fact that 
by doing so I have been, and I am still contributing to the con- 
demnation of my political role and activities during that time. 


While we are on the subject of mistakes, there is yet another 
problem: the direction of thinking which I had hoped to follow 

in my debate-starting essay is just the opposite of what my critics 
think it was. My aim had been to generate empathy, and by no means 
to somehow identify scapegoats. I had tried to understand the 
motives behind the actions, decisions and reform-connected atti- 
tudes of big enterprise managers, and to be able to almost put 
myself in their shoes. 


I recognized very long ago (starting from the experiences of the 
early 1950's which had led to tragedy) that as far as society is 
concerned the real problem starts not when stupid or perhaps dis- 
honest people are assigned to certain important positions, but 
when, due to various circumstances (and today I can already say: 
for structural reasons), in certain positions smart people become 
stupid, and men of grit turn into opportunists. 


The development of the two, from the point of view of the reform 
differing types of industrial workers has been shown not only by 
sociological studies, but also by several reports published in 
NEPSZABADSAG which accurately reflect the real situation. Why 
should we close our eyes to this phenomenon? This manner of thinking 
is aimed at countering efforts to find scapegoats, for it is eth- 
ically unacceptable to hand out punishment in order to “set an 
example” for structural mistakes and for the collective responsi- 
bility which they automatically entail. 


Can We Write Openly about Anti-Reform Attitudes in Hungary Today? 


The 2 years that have elapsed between the writing and publication 
of my article was extremely significant from the point of view 
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of the reform. At the time I was writing my essay the reform was 
still only unfolding, we found ourselves in statu nascendi, and 
even though its opponents still had not been able to line up 
their arguments we could already feel the setting in (similarly 
to 1970-1972) of a period of "life-and-death struggle” between 
the reformers and the reform's opponents. (I do not consider this 
latte to be an unequivocally pejorative evaluation, for in my 
studies I have always tried to show the sociological basis of 
justifiable anti-reform views. It is a different question that in 
terms of historical perspective anti-reform views--at least in my 
> se en according to my value commitments--have a negative 
effect. 


By the time of the publication of my article the reform had already 
taken concrete forms, and had even asserted many of its negative 
effects already. So why should anyone be denied the right to oppose 
the reform if they also accept whatever possible stigma such a 
stand might entail? Fighting with an open helmet on the political 
battlefield is much more favorable for progress than having both 
sides hide their intentions, or having a situation where reformers 
are afraid to assert themselves as true reformers, while opponents 
of the reform can pretend to be reformers. 


Should We Distinguish Between Changes Proposed on the Basis of 
Resolutions and the Actual Situation? 


Efforts to bring the intention to change in harmony with the de- 
velcz7ent of the actual situation stem from the practice of the 
early 1950's. At that time we were passing resolutions about such 
things as the application of technologically progressive norms, 
while in some highly important branches of industry the average 
norm performance was exceeding 150 percent. Just from my own ex- 
periences I could give an endless list of examples. How grotesque, 
and at the same time how sad it is to read similar suppositions 

30 years later, in an incomparably more enlightened atmosphere. 


We could cite a long list of problems wnich despite good resolutions 
still have not been solved. One such problem--among other things-- 
is finding the most expedient way of wage regulation in our dig 
enterprises. Given our presen. level of average wages we cannot 
expect to strengthen work discipline, the slack nature of which 
(with some notable exceptions) is well known, and the demoralizing 
effect of which can hardly be exaggerated. One of the natural 
reasons behind this is that in the second economy one can make 
double, and in some extreme cases tripie the wage paid for the 
same unit--although usually much more intensive--work. Experimen- 
tations with new methods of wage regulation appear to be efforts 
to rehash problems that have long been carefully considered. If 
there were tighter controls Ganz MAVAG probably would not be the 
only “sick horse” where despite a 500 million forint loss they 
have been able to hand out 14 percent pay raises. The key lies 
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in the manner in which producer prices are established, for in 
most cases this is what determines the “efficiency indexes" to 
which we can tie wages. At the time I wrote my debate-starting 
article I assumed that since the goal of our economic policy reso- 
lutions has been to get closer to the world market prices, price 
controls would become stronger and stronger. In light of a recently 
conducted industrial study, however, I am forced to change my po- 
sition. For in 1984, by various ways and means, our industrial 
enterprises are planning to attain a very significant, approxi- 
mately 8 percent increase in prices which they are confident is 
possible to achieve. Tying wages to indexes determined on this 
basis will bring about and prolong an unhealthy rate of inflation. 


Also belonging among our unsolved problems is the need to develop 
a system of regulations which the government has long wanted to 
put in place of the existing plan-directed system that has had 
many truly negative effects. On the basis of my own experience 

I must agree with Adam Angyal in that the managers of our big 
enterprises have not played much of a role in this, but it is 
not really their job, for “virtually every enterprise needs 
support by some means" which in my opinion means that the favor- 
able position of certain big enterprises and the unfavorable 
position of others is determined primarily on the basis of a 
compromise “made on the administrative market." 


I do not want all of this to sound like I am belittling the im- 
portance of resolutions. I was sincerely happy to hear the po- 

sition stated by the Central Committee in April 1984, and I do 

feel that it is significant; however, I do not believe that it 

has put an end to the big enterprise syndrome. 


Is Over-Concentration Among Our Industrial Enterprises a Charac- 
teristic Phenomenon? 


In my debate-starting study (and earlier in this article) I stressed 
that big enterprises play an indisputably and necessarily important 
role in our economic life, and it is for this very reason that their 
inclusion in the economic reform is such a burning question. Rec- 
ognizing this, however, is not in contradiction with the realiza- 
tion that in our country the concentration processes insisted 

upon by big enterprise managers have not been justified either by 
economic-organization related or technological considerations. 
(Similar processes have taken place in agriculture and in our 
settlement system.) 


We can hardly accept the argument against this observation that our 
enterprise empires, which in terms of our country's dimensions have 
grown to mammoth proportions, can be compared with the dimensions 
of Western multinational corporations, or the claim according to 
which “measured by international standards we hardly have any real 
big enterprises" (121 595.1) does not really hold up. On the other 
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hand, this is what Adam Angyal writes: "Before analyzing this let 
us look at the role of big enterprises in our economy. It is al- 
ready a platitude to say (so I will not even bother to prove it) 
that the Hungarian economy is over-concentrated, and that compared 
with economies at similar levels of development the role of big 
enterprises in the economy is disproportionately great. It is 
important to be clear-headed in judging the positive and negative 
the — stem from the over-concentration of our economy.” 

11 609.1 


While, however, over-concentration (meaning mergers and expansions 
which are justified neither from the point of view of economic 
organization, nor from the standpoint of technology) has virtually 
no positive effects, it has all the more negative consequences. 

In recent years--rejecting the Eva Apro type arguments--the Hun- 
garian economic-policy making leadership has recognized this, and 
has declared it in several resolutions. This, however, despite the 
various steps taken toward deconcentration, does not mean that 
over-concentration has already been ended, or that economic science 
should not study the highly complex problem of optimal (including 
factory) concentration. 


Are Big Industrial Enterprises Effective? 


One of the biggest problems of enterprise management is that we 
still have not found the proper solution for checking the effective- 
ness of economic activities, and the problems stemming from this 
multiply according to the size of the enterprise. The bigger the 
enterprise, the more difficult and complicated it is to determine 
its effectiveness. 


With the elimination of the bourgeois private property two insti- 
tutions of control have disappeared at the same time: 


--the market, which in the capitalist system makes the final 
determination of the quality of enterprise management performance, 


--and the judgement of the capitalist owner(s), which corrects the 
mechanical conclusions drawn from the market conditions. The owners 
can be less patient than justified, but can also adopt a more pa- 
tient stand. 


Although the managers of capitalist enterprises--especially those 
of the bigger ones--may temporarily be able to manipulate both con- 
trol systems, these still present a constant threat to them (like 
Damocles' sword). But what has taken their place in the Eastern 
European communist societies? Practically nothing that could be 
considered truly efficient and reliable control. 


It is well known that the supervisory activities of our enterprise 
control committees are ineffective, and--now that we are on this 
subject--there is also a lack of professional publicity that would 
demand independent economic analysis and independence. 
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In addition to all this there is no end to the superficial ap- 
proaches that are aimed at proving efficiency. What can one sav. 
for example, about arguments, such as the ones that can be found 
in Eva Apro's article, which assert that the efficiency of our 
big enterprises should be judged on the basis of a comparison 
between the amount of revenues taken away from them and the sub- 
sidies given to them, as if our producer prices were already being 
adjusted to world market prices, or if they did not include in- 
direct benefits which numerically speaking are probably much 
greater than the state subsidies. This assumption has been con- 
firmed by the dollar production indexes of our enterprises. 


In order for us to be able to judge the social efficiency of our 
big enterprises we would need professional social controls and 
publicity, independent of their managers. In this respect I com- 
pletely agree with the points made by Erzsebet Szalai in her paper 
published during this debate; this is the key question in trying 
to put an end to the big enterprise syndrome. According to the 
April position of the Central Committee, the organization of man- 
agement councils--in those places where such are to be organized-- 
has been a very important step along the course of creating a 
more democratic leadership, however, understandably it cannot 
solve the problem of independent, professional social control, if 
for no other reason, because members of the management council-- 
including the workers participating in them--naturally identify 
with the interests of their own enterprises, hence also with their 
manipulations and cover-ups. 


Can Reform Be Imagined Without the Principle of "Let Every Enter- 
prise Prosper?" 


One of the most characteristic features of our branch ministries’ 
ideology--as it was in the case of its historic predecessor, 
Glavkism--is the principle of “let every enterprise prosper." This 
way of thinking has long been one of the great curses upon our 
economic life. In the debate this wes most succinctly expressed 

in Zsigmond Bakos' article, who presented it as the operating 
principle of his old branch ministry (the Ministry of Light in- 
dustry) which, judging from his writin3, he still continues to 
subscribe to. 


Had the patriarchic solicitude of our tranch ministries not clashed 
--especially during industry's intensive period of development-- 
with the system of requirements of economic rationality every step 
of the way, it would not have become so urgently necessary to in- 
troduce far-reaching reform changes. 


It is indeed difficult to understand how an experienced party 
functionary such as the writer of the above mentioned article, 
whe even has some expertise in economics, can still think today 
that "only" the effective work of all of our enterprises combined 
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Can ensure the efficiency of our national economic performance. 
After all he must have read and heard time and again that our 
economic leadership wants to create a competitive situation in 
Our country where the socially efficient enterprises succeed and 
the inefficient succumb. Moreover, during the past one and a half 
decades this effort has more or less succeeded, although it has 
had less of a compelling effect on the big enterprises than on 
the small ones. 


Is It a State Secret or an Enterprise Secret? 


Obviously it is neither, although Marx himself had already rec- 
ognized that one of the characteristic features of bureaucracy 
is that it is inclined to treat its internal affairs as “top 
secret." This not at all new phenomenon is one of the main ob- 
stacles in the way of ensuring social control over enterprise 
activities, and of allowing public opinion to form a realistic 
value judgement about the efficiency of our big enterprises and 
the fulfillment of our various government programs. 


This extremely important problem was raised in a unique, although 
somewhat grotesque manner in an article by Zsigmond Bakos, who 
used a specific example to illustrate his point. He recalls an 
article published a decade ago in “one of" our economic weeklies 
about the poor quality of shoes about which, he claims, is not 
only not proper, but is also not permitted to talk because it is 
damaging to the economic interests of our state--and hence is con- 
Sidered to be an enterprise, what is more, a state secret. 


Shortly after I read this argumentation, an article was published 
in NEPSZABADSAG in which a Soviet foreign trade official was com- 
plaining about the poor quality of Hungarian shoes, and about the 
fact that Soviet consumers have been returning these shoes. Three 
questions should be asked in connection with this: 


--How did they compensate for the “material and moral damage" 
Caused a decade ago by the “journalistic indiscretion" referred 
to by Zsigmond Bakos (and not by the poor quality of some of our 
shoes!?) if this problem can rise to the surface over and over 
again with such intensity? 


--How much time does our shoe industry need to compensate for the 
damage caused by this last article of NEPSZABADSAG which, after all, 
is a more important organ of great circulation some economic weekly? 


Would it not be better to give our enterprises' actual problems 
greater publicity, should we not write realistically about the 
conditions of their production, the quality of their products, etc.? 


Journalism--both in the positive and negative sense--plays an 
extremely important role in all of this. One cannot help but think: 
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perhaps it is only certain economic and organization-science re- 
searchers (as I wrote in my previous article) who feel that they 
are committed to our big enterprise managers, but also--by doing 
various useful jobs, for example, at an enetrprise paper--some 
of our journalists. 


A great many questions have been raised in this debate that are 
still open or appear to have been incorrectly answered. It follows 
from this that the debate--naturally, under different conditions-- 
should be continued. At least this would be the natural course of 
things. If--under whatever pretext--this course became blocked, 
the big enterprise syndrome would presumably become more serious, 
even despite our best intensions, which, of course, is not in the 
best interest of Hungarian society, but especially not in the in- 
terest of our big enterprise managers and industrial workers. 


I believe that in the final analysis those who by whatever methods 
or means are aiming to “put an end" to this many-sided debate, 
instead of protecting the interests of our enterprise managers or 
industrial workers, are clearly working against them. 


I am convinced--on the basis of a great many personal experiences-- 
that the best representatives of our industrial workers want to 
institute structural changes which instead of forcing them to 
assume an anti-reform stand--i.e., by allowing them to pursue their 
particular interests (in other words, to act on the basis of the 
iron logic of their situation)--will, according to their traditions, 
enable them to serve a progressive function that will set an example. 
I hope their wishes will come true. 
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HUNGARY 


FLOW OF FINANCIAL RESOURCES, DEVELOPMENT OF BANKING SYSTEM DISCUSSED 
Budapest KOZGAZDASAGI SZEMLE in Hungarian No 9, Sep 8 pp 1041-1046 


{Article by Matyas Timar, DrESc, president of the Hungarian National Bank: 
"Some Timely Questions of the Flow of Financial Resources and of the Banking 
System's Further Development"; based on the author's lecture at the 23d Con- 
gress of Economists, held in Pecs on 6 Jul &] 


[Text] The banking and credit system is an essential element of economic pol- 
icy and of the macroeconomic management system, and it is also an important in- 
strument of the flow of funds. Further development of the banking and credit 
system, therefore, must be in close harmony with economic policy and the other 
elements of macroeconomic management: with the development of the price sys- 
tem, wage system, and system of regulating incomes and earnings. The success 
of the measures that we adopt will depend to a large extent on how successfully 
we develop further the other areas of macroeconomic management. The other side 
of this link is likewise true: the banking system's modernization affects the 
functioning of the aforementioned elements. 


Since the introduction of the economic reform in 1968, the banking and credit 
system has developed in many respects. Credit has been assigned a more signi- 
ficant role than earlier. 


The previous separation of investment credits and circulating-capital credits 
for the enterprises has ceased. The Hungarian National Bank has assumed the 
financing of the state enterprises’ entire activity, in the same way as the 
co-operatives are being financed. This has provided a better overview of the 
enterprises’ and co@#peratives' operations. The task of the newly established 
State Development Bank (Allami Fejlesztesi Bank) is to provide financing for 
the state's developmental decisions, which it does partially by refinancing 
through the Hungarian National Bank. The scope of the National Savings Bank's 
(Orszagos Takarekpenztar) activity has been broadened to include the mainte- 
nance of accounts for, and the credit financing of, the councils’ development 
funds. The restr’: ‘*":" have been gradually lifted on transfers of development 
funds between ente:,: 4.3, and on providing credit at the expense of the devel- 
opment fund. 


In the late 1970's, a new financial institution was founded, the Central Buro- 
pean International Bank (Kozepeuropai Nemzetkozi Bank), an offshore bank that 
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provides credits in foreign exchange also for Hungarian enterprises. The For- 
eign Trade Bank's (Kulkereskedelmi Bank) scope of operations and authority have 
been broadened gradually in recent years; now the bank is able to provide 
credits not only in foreign exchange but in forints as well. Finally, during 
the past year or two several mutual funds and venture capital funds have been 
formed that are participating effectively in the flow of capital, primarily by 
entrepreneurial methods, but occasionally also by providing credit. Their 
credit-extending activity includes also the accumulation of circulating capital 
in conjunction with investments. Regardless of their name and form of oper- 
ation, these funds may be regarded as banks. 


Central Bank's Functions 


At the core of the Hungarian banking system is the Hungarian National Bank as 
the country's central bank, bank of issue, and also the central credit bank. 


In recent years, the bank's role as the bank of issue has increased. It parti- 
cipates in shaping the concept of economic policy and in the drafting of the 
plans as well, including preliminary work on the most important fiscal plan, 
the state budget. Parallel with this work, credit-policy guidelines are 
drafted each year and must be approved by the government. The mentioned inm- 
ported documents of macroeconomic management are drafted in a close iterative 
process. Their interaction has been strengthened especially in recent years, 
since foreign-exchange equilibrium has become a key issue of economic policy. 


In its capacity as the bank of issue, the Hungarian National Bank participates 
in developing and perfecting the system of regulation. In this way it is able 
to coordinate credit and interest rates--i.e., its own instruments of regula- 
tion--with the other elements of the regulators, and the credit-policy guide- 
lines with the plan and economic policy. The bank's important tasks include 
also the maintenance of the exchange rates. We have introduced in recent years 
the forint's uniform exchange rate, which is very important from the viewpoint 
of economic perspicuity. With the changeover to exchange rates set weekly, we 
are better able to form links with international markets than in the past. 


The Hungarian National Bank's functious as the central credit bank manifest 
themselves in financing investments and circulating capital. 


In comparison with the conditions that existed prior to 1968, credit's role in 
influencing enterprise decisions has improved. Credit is provided on the basis 
of the credit-policy guidelines, in accordance with the criteria specified in 
them. Instead of being rigidly production-centered as in the past, lending has 
become market- and sales-oriented. In the case of investment credits, sectoral 
credit allocations have been replaced increasingly in recent years with so- 
called targeted credit allocations (credits to expand export denominated in 
hard currency, to economize energy and raw materials, to aid the utilization of 
scrap and secondary war materials, etc.). The system of competitive bidding 
has gained ground in this area, and this we regard as very important. 


In relation to total investment, the volume of investment credit is small rath- 
er than excessive. Total investment last year was about 187 billion forints, 








of which the state budget financed 64 billion forints in the form of state 
loans and capital grants. The enterprises and cooperatives invested 103 bil- 
lion forints from their development funds, and bank credit among the sources 
of financing amounted to only 20 million forints. It is true that bank credit 
attracts to some extent the development funds, but even so its share cannot be 
regarded as decisive. 


The circulating-capital credits outstanding at the end of last year totaled 
165 billion forints, which was merely 13 percent of the total value of circu- 
lating capital. This is noteworthy especially because in January 1968 this 
proportion was still 36.3 percent. The dispersion is wide also here. More 
than half of the enterprises did not use circulating-capital credit in 1983. 
Because the overall credit margin is narrow, it would be desirable that in the 
future the development of the system of regulation permit the widening of the 
credit margin and greater influence through credit. This is important also 
from the viewpoint of influencing inventory management at the enterprises. 


In the period since 1968, the commercial nature of providing credit has devel- 
oped, but not adequately. The Hungarian National Bank's function as a credit 
bank has been disrupted particularly in recent years by the "interventions" 
that have assumed an “official” nature, in contrast with the bank's business 
activity. This cannot be regarded as a fortunate solution, even though these 


measures were warranted to some extent by the economic problems that arose in 
the meantime. 


Lately, the bank has been involved more actively with loss-making and under- 
capitalized enterprises. The standpoint has evolved (and we wish to abide hy 
it also in the course of the banking system's further development) that, in 
avoiding enterprise losses and liquidity problems, it is necessary to separate 
the Hungarian National Bank's function as lender from the so-called owner's 
function. It is first of all the enterprise's task to solve its losses and 
return to profit as soon as possible. Primarily the technical and economic 
programs, in whose elaboration the branch ministries must assume a greater 
role, can provide a way out of the financial difficulties. The bank may at- 
tach comments to these programs and help to develop them, but it cannot act in 
place of the owner. 


Some Aspects of the Banking System's Modernization 


In the course of the banking system's further modernization--there was consi- 
derable debate on it in recent years--we must definitely bear in mind the in- 
terrelations between the parts and the whole: how planning, financial regula- 
tion, the market and competition will develop. Naturally, this does not mean 
that independent objectives cannot be set for the banking and credit system's 


development; after all, the entire system of regulation is based on interac- 
tions. 


The debate has been and is still being waged on whether we should have a one- 
or two-tier banking system in the future. I think that both solutions have 
their advantages and drawbacks. 
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Undoubtedly, the functions of the bank of issue and of the credit bank are sep- 
arated more distinctly in a two-tier banking system. The business principle 
and the spirit of competition unquestionably can be asserted more forcefully 

in the case of commercial banks. However, experience indicates that not even 
a two-tier banking system is a perfect institution. Even though their banks 
of issue are purely central banks, the capitalist countries generally have 
been unable to prevent the development of serious economic problems, and to 
solve the balanced supervision of the commercial banks. The experience is 

that the banks of issue are unable to transplant into practice, as an economic 
action program, the economic policy that is coordinated and shaped daily. 


Thus there is no example that is unambiguously appealing. Not to mention that 
the development of a two-tier banking system would involve considerable reor- 
ganization and would be very expensive. Today when the restoration of equi- 
librium and the reduction of external debt are the principal task, it would be 
illusory to believe that the establishment of a two-tier banking system would 
automatically result in the availability of ample credit. Ample credit can be 
available only if the propensity to save is high. In our country, however, 
Savings are very modest, especially those of the enterprises and cooperatives; 
this is due to the fact that the economy's income-generating ability is low. 
The key issue of the national economy's further development, therefore, is 
first of all whether we will be able to significantly improve the efficiency of 
both direct and embodied labor. 


From all this it follows that although in the long run we gust not rule out de- 
velopment in the direction of a two-tier banking system, most of the arguments 
today are in favor of gradual development, starting out from Hungary's present 
realities. Which means that within the Hungarian National Bank we must sepa- 
rate more clearly than up to now the tasks of the bank of issue from those of 
the credit bank, and that we develop the arsenal of monetary instruments for 
linking together the two sets of tasks. Under proper supervision by the bank 
of issue, let us provide more room for the smaller banks to deal with medium 
and small enterprises, and let us suitably regulate the status of these banks, 
jointly with the Ministry of Finance. 


The clearer separation of the tasks of the bank of issue from those of the 
credit bank, and the linking of these two sets of tasks in a novel way, will 
require new forms and methods of monetary management. In our country, the pos- 
sibilities of monetary management are entirely different than in the capitalist 
countries. 


In socialist countries (in a planned economy based on social ownership) the 
main instrument of macroeconomic management is the national economic plan and 
its closely related system of regulation. The plan permits selective alloca- 
tion of capital, taking sectoral differences into account. Monetary manage- 
ment ocours within this framework, and therefore its independence is necessar- 
ily relative. But this does not mean at all that monetary policy has no pos- 
sibilities or that they cannot be broadened (for example, by widening the 
credit margin, and by perfecting interest- and exchange-rate policy). 


Macroeconomic management in the capitalist countries is historically different, 
and therefore a different type of monetary management has developed there. But 
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even there the monetary policy of the banks of issue is independent only in a 
relative sense, although their autonomy is broader than that of our bank. Fis- 
cal methods, however, are very important also in the capitalist countries; it 
will suffice to mention the efforts to balance the budget and their conse- 
quences. But all this does not mean that we should not monitor and analyze the 
various money aggregates. They provide very useful information for a better 
understanding of the economic processes and can serve as additional material 
for the better implementation of credit policy. 


The principles and regulations governing the management of foreign exchange, 
yet another function of the bank of issue, have generally remained unchanged. 
The formulation and implementation of the policy on foreign borrowing and for- 
eign exchange, the tasks of the foreign-exchange authority, and relations with 
the international monetary institutions will remain centralized as before. 


Providing Credit 


The credit-policy guidelines will retain their decisive role in control by the 
bank of issue. They contain mandatory instructions for the Hungarian National 
Bank as the bank of issue. Control by the bank of issue must ensure that cred- 
it provided by the lending organs depends on their resources, on the deposits 
they hold, respectively on the central bank's or other sources of refinancing. 
As soon as market relations become established and the economic organizations 
develop their interest-rate sensitivity, we will employ more forcefully the 
central bank's interest rate as an instrument for regulating the business 
cycle. 


In providing credit, more emphasis must be placed on considarations of profit- 
ability and repayment. In all areas where the bank has more expertise than 
the enterprises, the lending organs must aid the enterprises’ operations also 
by supplying them with information. Primarily this will induce the enterprises 
not to regard the bank as a public authority. Cooperation would really be im- 
proved if credit applications could be approved more readily, but gore money 

is not available for this purpose. Amidst the limited possibilities for pro- 
viding credit, therefore, selectivity assumes special importance in credit 
work, to ensure that credit is provided for the most deserving developmental 
objectives. 


In the area of investment credits we wish to proceed further in the direction 
of nonsectoral target schemes. We intend to broaden credits between enter- 
prises (commercial credit), employing also such negotiable instruments as 
bills of exchange, for example. We are preparing measures that will provide 
the conditions under which commercial credit between enterprises can become 
more widespread. The commercial bill of exchange can strengthen business and 
cooperational relations, and tighten both delivery and payment discipline. 


Within the limits of the volume of credit that gay be provided, we wish to 

make possible also the refinancing of commercial credits. Bills of exchange 
have not been negotiated in Hungary for decades, and it will probably take a 
few years until the use of this instrument spreads significantly in Hungary. 








Within the framework of the Hungarian National Bank we are planning to estab- 
lish two credit departments and two or three subsidiary banks that will operate 
according to the outlined principles. We will provide a degree of independent 
profit-and-loss accounting for the credit departments, and the subsidiaries 
will function as separate banks. At the same time, we also wish to broaden 

the authority of the bank's megye directorates. 


I wish to place on record only a few ideas regarding the activity of the bank- 
ing system's other members end the expansion of their activity. 


The State Development Bank has introduced many measures in recent years to 
broaden its business functions. Continuing in this direction, it will be ex- 
pedient to separate more distinctly within the bank's operations its dudgetary 
functions from its business functions. 


In addition to its numerous special foreign-trade tasks, the Hungarian Foreign 
Trade Bank Ltd has been participating in recent years in financing investments 
for the expansion of export, and also the circulating capital necessary for 
certain foreign-trade transactions. We believe that the Foreign Trade Bank can 
proceed along the road on which it started out a few years ago and can play a 
role also in certain partial areas of domestic financing. 


In terms of personnel and branches, the National Savings Bank is the country's 
largest bank. It has expanded its operations considerably in recent years. It 
is the bank of not only private individuals, but of the councils as well. In 
recent years, it has joined in the financing of small businesses and has enter- 
ed also into activities that have added variety to the structure of its oper- 
ations, such as active participation in the tourist trade. Attracting personal 
savings deposits and providing personal loans will remain the basic task of the 
National Savings Bank. 


Credit unions play an important role in attracting personal savings deposits, 
providing personal loans, and especially in aiding farming on household plots. 
In the course of developing the opeartions of the credit unions, we must strive 
to gradually include them--wherever the conditions for this can be ensured-- 
more or less in the same type of financing that the National Savings Bank now 
provides. 


It will be necessary to regulate the scope of the smaller cooperative and state 
funds' banking operations. In addition to a sensible division of labor, also a 
degree of competition among them should be made possibile. 


Regarding the choice of bank partners, we are of the opinion that small and 
medium enterprises should be allowed to choose their banks, within certain 
limits. The financing of the large enterprises and cooperatives should be re- 
tained by the Hungarian National Bank's credit departments. 


Other Forms of the Flow of Funds 
In the course of the spadewrk for perfecting the system of sacroeconomic san- 


agement, we have considerec also other questions of the flow of funds within 
society. ‘Ip to now the flow of funds has been typically vertical to a certain 
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extent. Through the state budget, the state has centralized resources fros 
the enterprises and cooperatives--under regulations that have beer changing 
rather frequently and considerably--and then has redistributed these resources 
to the economic units. The forms of the horizontal and voluntary flow of funds 
have been relatively insignificant. The direction of developing the flow of 
funds further is to strengthen direct horizontal flows and garket relations be- 
tween enterprises. 


The redistribution of material resources among the enterprises, or the unfold 
ing of such redistribution, requires the development of suitable means and 
methods. In addition to joint ventures, the founding of subsidiaries and the 
other known or employed schemes, we have in mind also solutions such as permit- 
ting the owmmership of shares. 


Bonds have been introduced fairly recently, but their favorable reception by 
the enterprises, cooperatives and even the population is already evident. The 
further expansion of bonds, and the establishment of a bond market for their 
mobilization, we regard as desirable and important for developing the flow of 
funds. 


The brokerage and consulting businesses have yet to be established that will be 
concerned with, or will participate in, the liquidation of enterprises or 
cooperatives, the withdrawal of capital from them, and ite reinvesteent. Such 
businesses could enhance the flow of funds. 


Even though the possibilities for the economical application of leasing are 
limited, it can be said that we have not gade full use of them as yet. Leasing 
makes sense when and where it offers significant economic advantages. Such an 
advantage, for example, is an improvement of the country’s balance of payments. 
At the same time, we gust take into consideration that leasing often is expen- 
sive, and that under no circumstances may it serve any objective whose purpose 
is to ciroumvent the regulation of purchasing power in the investment sarket. 


The wider flow of funds requires not only capital, but also that the sacroeco- 
nomic management system's now decided further development provide regulation 
that is gore stable than up to now. From a stable system of regulation we may 
expect also the additional resources that will be generated by the foresee 
ably more intensive flow of funds between enterprises. 


In the course of the preliminary studies for perfecting sacroeconomic sanage- 
ment, we investigated also the feasibility of increasing also the international 
flow of capital. Our results to date in the expansion of joint ventures, part- 
nerships and cooperations have been modest ones, and it seems that this is not 
due to regulation alone (although its importance, too, gust not be underesti- 
mated). The capitalist partners wishing to enter into cooperation with us 
often seek us out because they want to gain access to socialist markets in 
this manner. But this kind of cooperation can be advantageous for us only if 
it does not burden our balance of payments in hard currency. Therefore such 
decisions gust always be weighed very carefully. 
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The elaboration of the technical solutions for developing the flow of funds and 
perfecting the banking system is now in progress. When formulating our expec- 
tations regarding these solutions, we gust bear in sind that primarily econozic 
policy determines the management of a country's economy. In setting economic 
policy, we must devote close attention-—-as the experience of the past decade 
has taught us--to changes in the international exvironment, to which we must 
respond in due time. Within overall gacroeconomic sanagement, every step sust 
be viewed in its interrelations. The mutual effects and interactions of the 
individual elements are becoming more and gore intensive. In view of all this, 
it appears expedient to employ gradualism in perfecting the banking system and 
developing the new forms of the flow of funds, to systematically evaluate the 
evolving situation, and to set the further direction of development according- 
ly. 
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HUNGARY 


MINISTER DISCUSSES FOREIGN TRADE SITUATION 
Budapest MAGYAR HIRLAP in Hungarian 29 Sep 84 p 6 


[Interview with Foreign Trade Minister Peter Veress, by Istvan Matko: "Efforts 
for the Equilibrium--Dangerous Cycles in the Early Part of the Year and in the 
Summer--Competitiveness and Exchange Rate Deterioration" ] 


[Text] It is a well known fact that there is a close 
relationship between the economy's domestic equilibrium 
and the way foreign trade develops. This is why at the 
turn of the seasons public attention is directed towards 
the economy's performance and particularly the foreign 
trade balance. This is the case now, as we pass the 
three-quarter point of 1984 and important conclusions can 
be drawn concerning qualifying the year. This is also what 
the government did recently, and as it concluded: basically 
the economy grew according to the plan, but this cannot be 
said about the export. 


We talked about the latter with Foreign Trade Minister Peter Veress. First 
we asked him: 


[Question] What has characterized the months of this year so far, specifically 
from the viewpoint of foreign trade balance? 


[Answer] In order to define the situation it is indispensable that we briefly 
review what goals we are setting for ourselves in 1984 in foreign trade. Per- 
haps it is becoming commonplace to even mention vigorous growth of exports and 
holding the level of imports, perhaps with moderate increase. That is, in order 
to create the conditions of relaxed production and supply this year and for sev- 
eral years to come, we must regularly sell more abroad than we buy there. Whit- 
tling down out debts required that in 1984 we achieve about $7-800 million's 
worth of surplus in convertible merchandise trade, while also definitely moder- 
ating the deficit of the ruble-accounted trade. We must admit that we merely 
approached this dual and very important goal, we have not succeeded in reaching 
it. The situation is illustrated well by the following numerical ratio : in 

the first 8 months of the year only 54 percent of the convertible export was 
reached, and in the ruble accounts this same value is 58.7 percent. Summing 

it up--the economy has a very big job in the next 3 months in order to push 

down this backlog as low as possible. 
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Merciless Market Factors 


[Question] What is behind this situation: in which areas is the shortfall 
appearing? 


[Answer] Numerous foreign and domestic factors can together be blamed for 
our inability to fill the export according to the plan in a time-proportional 
manner. To emphasize just a few definitve factors among these: it is well 
known that the present tensions in the international situation render the 
economic relationships less certain. The upswing which has begun in the 
developed capitalist countries does not favor those products which Hungary 
delivers to the market, indeed, in several European countriés--due to the 
Common Market's protectionist agricultural policy--over a half million tons 
of beef accumulated in the warehouses. The artificial pricing system and the 
subsidy policy--the overproduction--not only hinder our efforts to sell here, 
but on all of our possible markets created the most merciless competition of 
the last 30 years for us. It is also a severe factor that in quite a few 
European countries, socialist as well as nonsocialist ones, the goal of 
conscious agricultural policy has produced well visible results in various 
areas of production. Those countries which earlier were food importers have 
now become self-supporting, even exporters. Austria is a good close example 
of this, it does not need grain or wine import. Under the effect of such 
circumstances the agricultural export prices have strongly declined, and thus 
one of our greatest national assets--our capacity in agriculture and food 
industry--cannot sufficiently prevail on the foreign markets. To illustrate: 
this year beef could only be sold at 30 percent lower prices, pork 25 percent 
lower than this time last year. Besides all this we must also declare that 
it is still better that our--sales--difficulties derive from the plentiful 
production than if we could not feed ourselves. Since our industrial export 
prices also decrease’ by more than 6 percent this year, our exchange rates 
unfortunately further deteriorated by 2-3 percent. 


Our Dependence on Import 
[Question] Why have our exchange rates been deteriorating for years? 


[Answer] Exchange rate deterioration became a threatening crisis since the 
price explosion since 1972, primarily because the imported energy and raw 
material prices increased sharply. Even thovgh the price system among the 
socialist countries eased this with respect to the energy and raw materials 
arriving from the socialist region, it did not stop the process. The sharp 
increase could not be followed with the processing industry products. This 

is valid not only for us but also for the countries with developed industries. 
Economies stronger and better developed than ours began in recent years to 
grind up faster this disadvantageous price difference, while in our case--in 
the last decade--the exchange rate improved in 4 years and deteriorated in six. 
Regrettably the last 2 years were also characterized by deterioration. I have 
already mentioned one of the main reasons for this. Another reason is that the 
competitiveness of our finished products continues to be too weak to be able 
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to equalize the regular price increase of imports. To say it in another way-- 
our dependence on the import items is stronger than the dependence of the 
foreign markets is on our export items. Thus we would be deceiving ourselves 
if we blamed exclusively the external conditions for the exchange rate deter- 
ioration. Furthermore the weakness of our foreign marketing work contributes 
to all this as well. 


[Question] Nowadays it is fashionable to compare the foreign trade with pro- 
duction ... Thatis, which one is worse, which one plays a bigger role in the 
development of this unfavorable situation? 


[Answer] In a country with given natural conditions like ours, the quality of 
production and of the sales activity do not differ much. Sales depend decisively 
on the competitiveness of the produced item and naturally on the trade know-how, 
on interest. In this country these have grown parallel during the years--in- 
cluding their good and bad aspects, therefore it would be unfair to raise either 
activity above the other. Of course, there are cases where a good product is 
sold well or poorly. What is unquestionable is that poor quality product cannot 
be sold well with any kind of commercial knowledge. 


[Question] A short time ago agriculture and food export were mentioned. What 
is the situation in industry? As far as I know in the months of this year so 
far machine industry fell behind in its export while the export of chemical 
industry and metallurgy increased dynamically. 


[Answer] As I have already indicated, the min question is competitiveness, 
Numerous products of Hungarian industry will stand their ground anywhere in 

the world, our problems in this area are related to three circumstances. One: 
the ratio of competitive products in the total production spectrum is relatively 
small. The second one: in some cases the material and energy demand of our 
products with modern performance is high, and the situation is even worse among 
our older products. This is a factor which consumes national income. The third 
weak point is: service and care after the commerical work and the sale. All this 
is closely connected with how secure the buyer can feel, whether he can use-- 
without problems--the industrial products he has purchased. International trade 
values confidence as an important element besides quality and price, but this 

can only be created by good servicing, reliable commercial and delivery activity. 
In this respect we have not yet reached the level needed in Hungarian economy 
and industry today. The weakness of the back-up industry is another source of 
problems, acute sore spot in cooperation and delivery discipline. Our competi- 
tive leading enterprises feel this too because they must also struggle with the 
rapidly rising demands, how could then our mediocre and even low performance 
producers not feel these weaknesses? 


Excessive Concentration 


I would like to add something to this circle of thoughts. Our foreign trade 
action opportunities and system of contacts directed our export towards a few 
selected regions. Unfortunately several of these must also struggle with serious 
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political and economic difficulties. I am thinking primarily of the develop- 
ing Near-Eastern countries which are geographically within a reachable dis- 
tance, where there is even a war going on. This phenomenon has again driven 

the point home to us that we cannot plan and concentrate our most important 
export products for just three or four countries besides the socialist countries. 
International statistics prove that the developed capitalist countries conduct 
about 62 percent of their machinery trade among themselves. So if the potential 
machine and instrument demand of the developed capitalist world is so large, 
then the Hungarian machine and instrument foreign trade cannot afford not to 
export more to the developed capitalist markets! Therefore in addition to the 
socialist markets which are more certain, the export activity must give greater 
consideration to the markets of the developed capitalist countries and to the 
markets of more developing countries than before. 





[Question] Incidentally let me ask in connection with an often heard complaint 
by the enterprises: is the industry's performance not being slowed down by the 
import difficulties that had to be accepted? Have the import management ten- 
sions eased at all this year? 


[Answer] The strict import management which was last changed in 1984 made it 
possible for the most needed requirements for the basic production processes in 
all areas to come into this country. In a situation where the amount of ruble- 
accounted import increased by 1 percent and import from the convertible areas 
by 5.4 percent, the supply to production must be judged significantly better 
than it was a year or two ago. Naturally I am not stating that the supply was 
complete and continuous, or troublefree in all areas, because we have also seen 
problems in various areas. But these did not fundamentally influence the 
economy's performance. I will mention this: there were so many changes in 1984 
--and this is no small thing--that we have returned to the import management 
methods used before 1982. 


The Background of Pharmaceuticals Shortage 


[Question] But some medications are still missing from the pharmacies, and this 
has caused understandable excitement... 


[Answer] Yes, this is actually the situation. There are several components of 
this, and it is worth taking a closer look. One of them is: for some reason 

the pharmaceutical factory did not have the basic ingredient, either because it 
was not made in this country, or because our foreign supplier had not delivered 

on time. The other ore is: the shortages were noticed late, in confusion, caus- 
ing additional delays, plus we experienced distribution problems--there was some 
material but not where it was supposed to be. Problems also developed a few times 
in the sales chain. Foreign trade does everything in its power, within the limits 
of the available means and opportunities, that the shortages which depend on us 
should not be repeated. 
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Also in the Interest of the Future 


[Question] Let us return to the definitive economic tasks. Concerning the 
future, what important lessons would you define on the basis of the picture 
of this year's situation: for example, what would absolutely have to be done 
differently in the future? 


[Answer] Production and export were at unusually low levels in January and 
February. That's when we were fasting for the high rates at the end of last 
year. The enterprises empty their inventories in December, force everything 
out of themselves and their employees--but they slack off in January, organize 
their warehouses, etc. For objective-subjective reasons this is why perfor- 
mance at the beginning of the year is very poor! The other dangerous cycle 
occurred in the main season of the summer vacations. This year import in- 
creased by 2 percent in June, 4 in July and 5 percent in August, but export 
slowed down in each of the three months. The economy's encouraging results 

in the first half of the year--besides the justified cheer--caused many people 
to relax too much and this decreased the efforts. Thus by the end of August 

a much worse convertible balance developed than we had a year earlier, even 
though we had expected a better one! After this from September until the end 
of December merchandise in the value of $200-250 million more should be export- 
ed in order to reach the original goal. And we need this very badly. If the 
export performance is not satisfactory then the foreign-domestic balance of 
the economy has been upset. For this very reason it is the joint interest of 
everybody--citizens, enterprises, the economic management--to do everything in 
order to reach the export results mentioned. In this case there would be a 
better chance that this year--like last year--the foreign trade balance would 
develop acceptably. What is now especially important: this will define our 
opportunities for 1985, development of the next plan period and last but not 
least our system of foreign trade contacts--with the socialist as well as the 
capitalist countries. 


[Interviewer] Thank you for the conversation! 
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NEW BANKRUPTCY PROCEDURES TO BE FORMULATED 
Budapest HETI VILAGGAZDASAG in Hungarian 8 Sep 84 p 10 


[Text] According to the figures of the Hungarian National Bank at least 100 
domestic enterprises are currently losing money. The government--as is well- 
known--took radical measures not long ago. For the first time since the War 
it liquidated a national state-owned enterprise, the Business Machine and 
Precision Mechanics Enterprise, (IGV), without a legal successor. The same 
fate befell a county enterprise, Petev, in Vac two months earlier (HETI 
VILAGGAZDASAG, 1984, No 12 and No 19). According to these signs the economic 
leadership would like to set limits on the ever increasing national subsidies 
--2 billion forints two years ago, 5.7 billion forints last year--for losses 
of enterprises and cooperatives. 


At the same time the Petev and now the IGV affairs demonstrate that the 

current bankruptcy procedures are inadequate for correctly divinding the 
financial burden, although in critical situations they can include creditors 
discriminated against by statue. That is why it is urgent to prepare bank- 
ruptcy procedures which will fit into the further developments of the economic 
management system beginning in 1985. Work oriented in this direction began 

two months ago. It is slowly outlining future bankruptcy procedures and some 
basic institutions. But the specialists already forewarn that it is impossible 
to rely on the development of a consistent system, if it rests solely on a 
theoretical base. The new type of bankruptcy procedures will probably event- 
ually take shape in the process of analyses of the political and economic 
consequences of closing down enterprises. 


The specialists state that it is certain in any case that liquidation shauld 

be changed from the current governmental procedure into a procedure that will 
reconcile the interests of the creditors in accordance with previously establish- 
ed and generally valid rules. Consequently, hereafter the creditors and the 
bankrupt company itself can initiate bankruptcy proceedings, not just the com- 
pany founder, similar to the traditional solutions of bankruptcy law. The only 
condition--which has yet to be worked out precisely--would be the debtor's con- 
tinuing inability to cover his costs. 


A question which is already being discussed is which organization should be 
entitled to set up and supervise the liquidation. According to one variant we 
should return to the institution of the Bankruptcy Court. In this case the 
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Bankruptcy Court would decide upon the definition of losses and the declaration 
of bankruptcy. At such a time the creditors would sell the debtor's property 
under court supervision and at the same time they would be entitled to oversee 
the activities of the person appointed by the court to manage the assets. The 
other viewpoint is: A new administrative agency has to be created for setting 
up and carrying out liquidations. If this is impossible--say the supporters 

of administrative methods-—-the task should be entrusted to the National Materials 
and Price Office or the Central Corporation of Banking Companies, central market- 
supervising institutions. Some experts have pointed out that the last idea con- 
tains a danger that not much will change compared to current bankruptcy procedures 
since an administrative agency would decide about the declaration of bankruptcy 
in the future as well. 


The new liquidation procedure--most of the specialists agree on this--should 
gradually approach the classic basic rule of bankruptcy: To satisfy creditors’ 
claims in equal measure. In the long run the current privilege of the budget 
and the banks and also the rigid hierarchy of creditors’ demands which currently 
ensures that bankruptcy occurs first and foremost at the expense of the claims 
of private persons, if the liquidation is carried out according to the law, 

are eliminated. 


When IGV will be liquidated all the contractors’ claims will be fulfilled in 
equal measure to the other claimants'--up to about 60 percent--in contrast to 
the practice followed during the liquidation of Petev where dozens of creditors 
did not receive a cent. This seems to further support the fact that in Hungary 
the liquidation of an enterprise occurs on the basis of individual decisions 
based on uncertain theoretical principles, rather than on generally valid rules. 
This is followed to such an extent that although the liquidation of the two 
enterprises differ, both are being executed on the basis of the same decree, No 
37/1978 of the Ministry of Finance. Currently, it is even more difficult to 
find an objective explanation as to what considerations come into play in our 
country concerning liquidation, incorporation, refinancing (restructuring). 


The new bankruptcy procedures will also ensure the state that it may intervene 
in bankruptcy procedures in cases of significant social interest--stress the 
specialists. But this would only occur in order to enforce individual, prev- 
iously established economic priorities, or to ensure important political in- 
terests. This kind of significant interest could include-<-the participants in 
the preparation work believe--fulfilling export commitments, solving problems 
of employment or problems of domestic supply, and so on. 


In professional circles, however, a number of people call attention to the 
fact that this kind of state interference should be limited to a small circle, 
otherwise countless possibilities for artificially hindering liquidation will 
open up in cases of continuous losses. 


As is to be expected, the bankruptcy proceedings will have personal consequences 
specified by the law. The financial inviability of the firm would mark its 
management, that is why in the case of appointed directors--according to current 
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ideas--the decision to liquidate probably would mean the dismissal of the 
director. At enterprises with elected management the fact of liquidation 

would automatically result in the suspension of the director from his post. 

The director may remain in his place only if his collective chooses him again. 
It is stressed in financial circles that by developing new bankruptcy procedures 
a mechanism could be shaped which would eliminate the constant shifting of 
loss-making firms’ debts onto the budget. 


According to some ideas so-called rehabilitation procedures will also be 
introduced in the future. This would occur, if the government decided that 

in the interest of the national economy it will save the losing firm following 

a declaration of bankruptcy. The way of saving the firm, state rehabilitation, 
would suspend the bankruptcy procedures and then in two phases would regulate 

the fate of the firm. In the first phase the remaining capital would be divided 
among the creditors, then in the second period the firm would be made operational 
again by reorganization, obtaining credits and financial help. 


A significant fraction of specialists--especially supporters of the Bankruptcy 
Courts--attribute essential importance to the publicity of liquidation pro- 
cedures. This can be the only guarantee--they say--that the procedures against 
enterprises in constant deficit will indeed be initiated and carried out and in 
this way society will not be forced to gratuitously cover the generally increas- 
ing volume of debt of each losing company. 
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IMPROVED TECHNOLOGIES, PRODUCTS IN METALLURGICAL INDUSTRY 
Bucharest REVISTA ECONOMICA in Romanian No 39, 28 Sep 84 pp 5-6, 11] 


[Article by Neculai Agachi, minister of the metallurgical industry: “The 
Metallurgical Industry: Modern Structures, Quality, Efficiency” ] 


[Text] The metallurgical industry is undergoing a broad process of de- 
velopment and modernization of production structure. It is being developed 
in direct ratio to the needs of the national economy, the growth and 
modernization programs of all branches and sectors of activity. 


The particular care devoted by the party leadership and personally by Com- 
rade Nicolae Ceausescu to development of this basic branch of industry is 
reflected once again in the content of the draft directives of the i3th 
Party Congress. Anchored in our economic reality, the guidelines set forth 
in the draft directives call for substantial increase in steel and rolled 
metal production in the metallurgical industry, especially through diversi- 
fication in the structure and improvement in the quality of products re- 
quiring a high degree of machining: cold-drawn pipes and high-strength 
wire, cold-rolled sheet and strip metal, steel cables, metal cord, tin 
plate, and so forth. 


The new tasks in development of the metallurgical industry are based on ac- 
complishments made during the years of socialist construction. In compari- 
son to 1950, the metallurgical industry will in 1984 produce 73.5 times 
more coke, 30.3 times more cast iron, nearly 28 times more steel, more than 
27 times more rolled steel, and more than 30 times more steel pipe. Steel 
production in 1984 will exceed 655 kilograms, as against only 34 kilograms 
in 1950; the entire 1950 production was turned out in only 13.6 days in 
1984. According to the tasks assigned in the draft directives, even 
greater increases will be recorded over the forthcoming period; the average 
annual rate of growth during the 1986-1990 5-year plan will be 5.8 to 6.0 
percent. 


The true dimensions of the development of metal production over the last 4 
decades are brought into sharper focus by examination of the technological 
facilities used to manufacture metallurgical products. In 1950 the maxi- 
mum production capacity was 40,000 tons per coke oven group in the case of 
metallurgical coke, 300 cubic meters of useful volume per furnace for cast 
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iron, and 120 tons per charge for open-hearth steel mills. The current 
maximum capacities are 850,000 tons per coke oven group, 3500 cubic meters 
of useful volume of cast iron per furnace, 400 tons per charge for the 
open-hearth steel mill and 100 tons per charge at the electric furnace 
steel mill, and 1.5 million tons per year at the largest sheet metal roll- 
ing mill, Mill No. 2 of the Galati Iron and Steel Complex. 


The profound changes that have taken place in the economic development of 
Romania over the relatively short period which has elapsed since the 9th 
Congress have left their deep imprint on metallurgy, both as regards in- 
crease and diversification of the product assortment range and in the 
industrial development of areas in which new metallurgical units have been 
established over this period, in keeping with the party policy of ad e- 
ment of all districts of the country. The substantial financial res :.rces 
allocated have created broad potential for continuing development and 
modernization of the iron and steel complexes at Hunedoara and Resita, the 
units at Cimpia Turzii and Calan, the pipe and wire plants, and the plants 
producing and processing non-ferrous metals and turning out refractory and 
abrasive products. The largest and most modern metallurgical center of the 
country, the Galati Iron and Steel Complex, has been given its definitive 
configuration. The equipment of this complex meets to the highest degree 
the requirements set by our party for technological and economic 
efficiency. New metallurgical units have appeared on the map of Romania, 
at Tirgoviste, Beclean, Zalau, Zimnicea, Tecuci, Tulcea, Birlad, Slatina, 
and Titu. 


The modern iron and steel centers of Tirgoviste and Calarasi, which have 
now been added to the production structure of the iron and steel industry, 
were built and developed under r the direct guidance of the secretary 
general of the party, Comrade Nicolae Ceausescu. These new metallurgical 
facilities have been designed and built, and the existing ones have been 
provided with additional equipment, in order to ensure increase in produc- 
tion of metal for the national economy in the form of high-performance pro- 
ducts intended for subsidiary branches of the mechanical engineering, 
petroleum, and chemical industries, as well as new technologies applied 
with large-capacity and high-output assemblies, along with increase in the 
degree of processing of metallurgical products, the value of output, and 
the profitability of this sector. Thus, for example, the Galati Iron and 
Steel Complex, which specializes in the manufacture of flat metal products 
and is equipped with cold-rolling and hot-rolling mills, produces, in more 
than 350 brands of steel and plates up to 4500 millimeters wide and 4 to 100 
millimeters thick, cold-rolled strips 0.4 to 3.5 millimeters thick and 1000 
to 1500 millimeters wide for the shipbuilding, automotive, electronic, 
nuclear, and aviation industries and for marine drilling and the chemical 
and power engineering industries. 


On the basis of the alloy and special steel requirements of the mechanical 
engineering, electronic, and electrical engineering industries and of other 
key sectors of the economy, the Special Steel Complex at Tirgoviste today 
produces, in 260 steel brands and more than 5000 standard grade sizes, a 
wide range of products of high-speed, stainless, and scale-resistant 
steels, alloy and high-alloy tool steels, and bearing and assembly element 








steels for the automotive and aviation industries and nuclear engineering, 
that is, for all sectors and subsectors of the economy which ensure techni- 
cal progress. The new Otelinox plant in the same metallurgical center pro- 
duces sheets and strips of stainless steel and small sections and wire of 
alloy steel for mechanical engineering. The ultramodern heat treatment, 
adjustment, and non-destructive testing equipment ensure the manufacture of 
products of superior quality and accordingly of high efficiency. These new 
facilities are now making a decisive contribution to increase in the supply 
of products characterized by quantitatively and qualitatively superior 
processing, to reduction of imports, and to creation of surpluses for ex- 
port. Metallurgical production has experienced considerable growth as a 
result of the building of new facilities and of the development and sodern- 
ization accomplished. 


As is stated by the directives of the 13th Congress, promotion of technical 
progress and modern technologies represents and essential condition for co- 
ordinating the spectrum of products of the sector with the needs of the 
economy, both from the viewpoint of range and especially that of relia- 
bility. To reach this goal, the industry has created and developed a 
powerful scientific research and technological design sector of its own, in 
central institutions and at each industrial central agency, a sector which 
today employs more than 8000 persons. This has made it possible over the 
last decade to build 90 percent of the facilities and capacities of the 
metallurgical industry based on original Romanian designs. One of the 
fundamental directions during this stage has been represented by outfitting 
with modern high-capacity installations characterized by high productivity 
and superior energy efficiency. Over the period since 1965 technological 
firsts impressive in scope and engineering design have been developed, such 
as steel mills with 160-tons oxygen converters linked to continuous bloom 
and slab casting installations in which a metal yield index of more than 95 
percent is achieved, furnaces with useful volumes of 2700 and 3500 cubic 
meters and with the computer-controlled production processes, electric 
steel mills with 100-ton furnaces and ultra-high power equipped with in- 
stallations for continuous casting directly into billets, plants producing 
ferrous alloys and alloy and special steels, rolling mills for rolling 
sheets and strips of alloy, silicon, and stainless steels, modern mills for 
rolling special stainless steel pipes for various special functions, and so 
forth. This modern technological production base has made it possible to 
promote a large number of new technologies, and also to deal with and solve 
major problems determining the reliability of metallurgical products and 
the efficiency of economic activities, both of producer and of customer. 


A highly important aspect to be noted in this context is the orientation of 
steel production toward modern technologies, and accordingly radical change 
in quality relationships in the total steel production structure, a pro- 
cess which, according to the provisions of the draft directives, will be 
continued at a higher quality level. Thus, while in 1965 about 90 percent 
of steel output was obtained by the classic process in open-hearth fur- 
naces, and only 10 percent in electric furnaces, today 47.5 percent of 
steel output is produced in oxygen converters, 23 percent in electric fur- 
naces, and only 29.5 percent in open-hearth furnaces. At the same time, in 
total steel output in 1984 high-quality carbon and low-alloy steels account 
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fer 46.8 percent, as against only 31 percent in 1965 and 14 percent in 
1950, while the share of alloy steels has risen from 5.6 percent in 1965 to 
15.8 percent in 1984. The manufacture of metallurgical products involving 
a high degree of processing and possessing high metallurgical value has in 
turn grown substantially, especially in the area of flat goods and pipes. 
Promotion of new technologies has resulted in creation of conditions for 
manufacture of a wide range of sheet metal, pipe, and wire of stainless and 
scale-resistant steel, flat goods for the electrical engineering industry, 
various alloy steel sections for mechanical engineering, pipe for drilling 
to great depths and marine drilling, and a variety of products for nuclear 
and aviation engineering. In contrast to the earlier sporadic production 
of ferromanganese in furnaces, the Tulcea Iron and Steel Complex, which 

has been in operation since 1965, now produces virtually the entire ferro- 
manganese and ferrosilicon requirement, and to a great extent the require- 
ment of other ordinary and special ferrous alloys. 


In the sector of refractory products the production of special fire-proof 
bricks, fire-proof mortars and concretes, and a wide range of products de- 
signed for steel casting has been mastered and developed as needed and con- 
stantly in keeping with the demands of metallurgy. The manufacture of alu- 
minum, the first production capacity of which was activated in 1965, has 
evolved especially in the direction of increase in the degree of aluminus 
processing, increase and diversification of the production of aluminus 
foil, and manufacture fully meeting the needs of the economy and providing 
substantial amounts for export. 


Continuing reduction of material and energy consumption, along with utili- 
zation of reusable energy resources, also represents an objective of the 
first importance in the metallurgical industry, one expressly provided by 
the draft directives. To this end efforts will be concentrated on raising 
the steel yield coefficient in the production of rolled goods and on lower- 
ing the specific coke consumption. 


On the basis of priority programs set up for this purpose, action has been 
taken to modernize existing technologies and assemblies, to improve the 
energy efficiency of installations, and to extend the processes of energy 
recovery in any form, along with original design of high-capacity assemb- 
lies requiring low consumption of energy and raw materials. For example, 
improvement in the yield coefficient today makes it possible to obtain 130 
kilograms more of rolled good per ton of steel than in 1970; this repre- 
sents an additional output of about 1.4 million tons of rolled goods. In- 
troduction of the continuous steel casting process has at the same time led 
to a specific reduction of 50 kilograms of conventional fuel per ton of 
steel, in comparison to the amounts consumed in the classic ingot casting 
technology. In the area of recovery and utilization of reusable energy 
resources, the volume of such resources will increase 30 percent in 1984 
over 1982, with 880,000 tons of conventional fuel, chiefly by putting new 
recovery boilers in operation at the furnaces of rolling mills, extension 
of the process of dry extinguishing of coke, and activation of new generat~- 
ing sets using coke and semi-coke gases. For the sector as a whole, more 
than 3.8 million tons of conventional fwel will be conserved in 1984, 
nearly 20 percent more than in 1983 and providing for approximately 45 per- 
cent of the total energy consumption of the ministry. 
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The essential qualitative that have taken place in all sectors of 
activity of metallurgy, aa_: t of firm application of the economic and 
financial mechanism and remuneration of worker personnel by the flat-rate 
system, are also making a decisive contribution to constant increase in the 
efficiency and profitability of metallurgical production. Remarkable 
results have been achieved in this direction over the last two 5-year plans 
by lowering production costs and increasing net output and profits. Thus, 
during the 1976-1980 5-year plan alone total and material costs were re- 
duced more than 42 lei per 1000 lei of commodity output, net output in- 
creased by a factor of 1.7, accumulation more than doubled. and profits per 
1000 lei of fixed capital rose 17 percent. Labor productivity expressed in 
terms of value increased, in comparison to 1950, by 2.4 times in 1965 and 
5.4 times in 1984. 


The efficiency indicators have risen significantly during the first 3 
months of 1984 as well. Thus, total production costs have been reduced by 
12.1 lei per 1000 lei of commodity output, 9.0 lei of this amount repre- 
senting material costs. The volume of profits realized for the ministry as 
a whole were 800 million lei greater than over the corresponding period of 
1983, and labor productivity has exceeded the planned target by 2 percent 
and that of the corresponding period of last year by 12 percent. 


Attention will be concentrated in the future as well on the qualitative 
aspects of production and on increase in the efficiency of all activities. 
As is stressed in the draft directives, the output of alloy and special 
steel needed by the economy will be markedly increased for this purpose. 
The production of converter steel will continue to be expanded, and there 
will be a reduction in the amount of steel produced in open-hearth 
furnaces. The continuous casting of intermediate products for repeated 
rolling will be expanded, and an increasingly important place will be as- 
signed in the production process to treatment of steels outside the melting 
assembiies, by processes of vacuum creation and inert gas bubbling, so as 
to raise the degree of purity. Our special objectives are meeting the en- 
tire metal requirement of the economy, reaching a more advanced level of 
treatment of metallurgical products, and providing the assortments with 
high performance and quality parameters needed by mechanical engineering, 
shipbuilding, the chemical, electronic, and electrical engineering indus- 
tries, refrigeration engineering, thermal power engineering including nuc~- 
lear power engineering, and by the aviation industry. We are continuing to 
place particular emphasis on application of the most modern technologies of 
rolling, heat treatment, non-destructive testing, and adjustment of 
products in continuous-flow production. They will all have a direct effect 
on the quality and efficiency of metallurgical production. 


The metallurgical industry today is well equipped with installations and 
assemblies permitting manufacture of a wide range of products intended for 
domestic consumption and expansion of international trade. It also has 
available to it an element indispensable for reaching the objectives which 
the party faces, the human factor, men steadfastly enthusiastic and posse- 
essing special professional and political-moral qualities. Over this per- 
iod science has been added to metallurgical tradition dating back hundreds 
of years in Romania, in a rapid process in which the man who produces metal 
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has acquired new professional values and values of conscience and in which 
complete harmony has been reached between the capabilities of the technical 
equipment, on the one hand, and the capabilities and will of the production 
worker, on the other, to obtain ever better results to serve the cause of 
advancement of the country. This combination of tradition with the new, 
with the revolutionary accomplishments of contemporary science and engin- 
eering, create the preconditions necessary for a new qualitative leap in 
this sector of activity. 
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